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Crisis Management 
Why airlines should 
rehearse for the worst 
Page 16 
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» The initial public oflering by KTT DoCoMo is 
likely to be the world's biggest, raising about 
$15bn. But it is being launched at a time 
of global market volatiGty. 
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WORLD NEWS BUSINESS NEWS 


Kosovo still under French industrial 


fire after Serbs say confidence hit by 
offensive is over market turmoil 


" " f 



Rebel positions in Kosovo 
remained under heavy fire 
despite a Serbian statement 
apparently aimed at averting 
Nato air strikes, that government 
forces had ended their offensive 
against ethnic Albanian separat- 
ists- Page4 

Ctinton hopeful on MkkBe East 
President BID Clinton met Israeli 
prime minister Benjamin Netan- 
yahu and Yassir Arafat, president 
of the Palestinian Authority, and 
said afterwards that there had 
been “a significant narrowing of 
the gap* in talks aimed at Middle 
East peace. Page 6 

Europe to review policy on sport 
European Commission competi- 
tion authorities plan to launch a 
wide-ranging review of their pol- 
icy towards sport this year, In 
line with their drive against anti- 
competitive commercial practices 
in the sector. Page 4 

Russians soldiers receive back pay 
Russian prime minister Yevgeny 
Primakov said the government 
had paid two months of wage 
arrears to the armed forces. 
Warning to Yeltsin, Page 4 

Iraq fain on arms inspections 
Iraq made clear it had no imme- 
diate intention of resuming full 
co-operation with United Nations 
weapons inspectors. Page 6 


The US Federal Reserve’s 
policymakers meet today amid 
expectations that the central 
bank will cut rates. Page 20 

The French government is poised 
to sell a further stake in France 
j Telecom, believed to be 12 per 
cent, despite a glut of telecoms 
share issues. Page 21; Com- 
ment, Page 26; DoCoMo public 
offering, Page 25 


Asahi Bank and Tokai Bank, two 
of Japan's largest commercial 
banks, are forging an alliance 
that could lead to the creation of 
the country's second-largest 
bank, with combined assets of 
YBI^OObn ($450bn). Page 20; 
Japan (easing. Page 4 


Sudan mobilises ki south 
Sudan has put the country on a 
general mobilisation footing to 
confront what it called an attack 
by Uganda and Eritrea in 
southern Sudan. # 


Vienna starts Holocaust memorial 
Vienna laid the foundation stone 
of a memorial to city’s Jews 
killed In the Holocaust after a 
delay of two years due to politi- 
cal infighting. 

Bqxst zones ‘threat to workers’ 
The rapid growth of export pro- 
cessing zones in response to 
globalisation poses severe con- 
sequences for the 27m people, 
most of them women, who work 
In them, the International Labour 
Organisation said. Page 6 


Philippine Airfares is likely to 
! return to the skies after a break- 
through on a labour deal to 
revive it Page 22 

Lrebberr, diversified Swiss 
manufacturer, plans to set 14} a 
plant in Bulgaria to make low- 
cost refrigerators for sale 
throughout Europe. Page 24 


Matsushita, the world's largest 
consumer electronics company, 
may increase production erf min- 
iaturised compact discs by open- 
ing a plant in Europe. Page 6 


Rhtxfia shares rose as the French 
specialty chemicals company 
partly spun off by Phdne-Poulenc 
said it would sell another polyes- 
ter business. Page 24 


Renewed rioting in Malaysia 
Malaysian riot police used batons 
to arrest several dozen protesters 
while breaking up a fresh anti- 
govemment demonstration. 

Tax (fisptrte slows US budget deal 
Significant differences between 
the White House and Congress, 
most notably over the scale of 
any tax cuts, stand in the way of 
this week’s negotiations on a 

budget agreement Page 12 


AgriEvo, German agro-chemical 
company owned jointly by the 
Hoechst and Sobering compa- 
nies, is buying the North Ameri- 
can seed operations of privately- 
owned agribusiness company 
Cargill for $6 50m. Page 21 


Hoogovens. Dutch metals 
producer, withdrew its projection 
of 39 per cent annual profits 
growth, saying it was under pres- 
sure from imports. Page 24 


Kuntish groups in peace moves 
The Turkish guerrilla Kurdistan 
Workers Party (PKK) said It was 
seeking a ceasefire with the Kur- 
distan Democratic Party in north- 
ern Iraq, where the US is 
attempting to shore up an anti- 
Baghdad Kurdish front 


Credito Italians will go ahead with 
the spin-off of its commercial 
banking activities as the first step 
of its merger with three Italian 
regional banks to form the Uni- 
credrto banking group. Page 22 


LHC financial sector gloomy on euro 
Britain’s financial sector is better 
prepared for the launch of the 
European single currency than 
business in general, but is signifi- 
cantly less keen on earty UK par- 
ticipation, according to a survey. 
Page 13 


Custos, rapidly-expanding 
Swedish investment company, 
sold its holding in European con- 
struction group Skanska for 
SKr1.99bn ($253m). Page 24 


World Equity Markets 


The latest trends and data from more 
than 50 national mariutts at a glance 

Page 43 
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Slovakia 

Can the anti-Meciar 
coalition stick together? 
Page 4 
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l: ; j From baskekd&se Charting a new course 
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Page 23 


towards Europe 

Survey, pages 27-29 


Schroder seeks 


target zones 
for currencies 


German Chancellor-designate calls for 

international links to avert recession 


French industrialists’ 
expectations of an improvement 
In business conditions fell in 
September, a survey shows. The 
pessimism was blamed on fallout 
from the Asian and emerging 
markets crisis. Page 20 


By Ralph Afltins in Bonn 


Ericsson. Swedish 
telecommunications group, plans 
a reorganisation to make it more 
responsive to rapid changes fn 
the market and may reconsider 
plans to move its. headquarters 
to London. Page 21 
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Gerhard SchrOder, Germany's 
chancellor-designate, yesterday 
called for stronger international 
cooperation to avert global reces- 
sion as he started building a gov- 
ernment coalition with the envi- 
ronmentalist Green party. 

A day after the historic poll in 
which he unseated Helmut Kohl, 
chancellor for 16 years, Mr Schrti- 
der backed plans to set target 
i zones for the world's matn cur- 
rencies. 

The initiative to curb excessive 
speculation - drawn up by Oskar 
Lafontaine, chairman of his 
Social Democratic party and 
likely finance minister - “will be 
one of the most important tasks 
of the new government'’, Mr 
Schrbder said. 

His decision to join forces with 
the Green party followed final 
results from Sunday's election 
which would give such a ‘Ted- 
green” alliance a majority of 21 
seats in the Bundestag, or lower 
house of parliament 

The decisive defeat for Mr 
Kohl’s Christian Democratic 
Union led yesterday to the resig- 
nation Of Theo Walgel. finan ce 
minister for almost 10 years, as 


head of the CDTTs Bavarian sis- 
ter party the Christian Social 
Union. 

Mr Schroder’s victory sig- 
nificantly reinforces the left's 
dominance in European politics 
following similar transformations 
in France and the UK. 

In a clear signal of the impor- 
tance attached to Franco-German 
relations as the core of European 
Union stability, Mr SchrOder will 
meet both President Jacques Chi- 
rac and Socialist premier Lionel 
Jospin on Wednesday. 

Mr SchrOder Is sending Rudolf 
Scharptng, the SPD’s parliamen- 
tary leader, to the UK Labour 
party's Blackpool conference this 
week. 

If the coalition negotiations 
starting on Friday succeed, the 
pacifist Greens would enter the 
federal government for the first 
time. However. Mr SchrOder set 
strict terms for a deal, which is 
unlikely to emerge for a few 
weeks. Germany's membership of 
the Nato defence alliance would 
be unaffected, Mr SchrOder said, 
adding: The International com- 
munity can be reassured that 
Germany will remain a good 
partner." 

No decision has been taken 



FI shelves 
flotation to 
issue $2bn 
Eurobond 


By Patrick Harvereon and 
John Griffiths 


AH smBes: Gerhart Schroder is the focus of attention at a news conference in 
Bonn yesterday. SPD chairman Oskar Lafontaine sits behind AP 


about bow many cabinet posts 
the Greens would fill, although 
the party fs unlikely to have 
more than three or four out of a 
total of about l& 

For their part, the Green par- 
ty's leaders raised few hurdles to 
coalition talks. Any pact would 
have to be approved by Green 
activists at a party conference. 

Although reaction in the finan- 
cial markets to Sunday’s result 
was muted, German business 
responded nervously. Industry 
leaders hinted they might boy- 


cott an “alliance for jobs" if Mr 
Schroder went ahead with plans 
to repeal reforms to sick pay and 
state pension provisions imple- 
mented under Mr Kohl. Mr 
Schroder said he was not sur- 
prised and confirmed his inten- 
tion to appoint Jo6t Stollmann. 
the non-party computer entrepre- 
neur, as his economics minister. 


Right recoups. Page 2 
Driving on the left, Page 19 
Editorial Comment Page 19 
Lex, Page 20 


INVESTMENT BANKING PARTNERS TO REVIVE PLAN WHEN GLOBAL MARKET TURMOIL SUBSIDES 


Goldman Sachs pulls public offering 


By Tracy Corrigan and WllSani Lewis 
in New fork . - - 


Goldman Sachs, the last 
remaining Wall Street invest- 
ment banking partnership, yes- 
terday pulled its planned initial 
public offering, citing volatile 
state of global financial markets. 
But it said it remained commit- 
ted to becoming a public com- 
pany. 

The offering could at one paint 
I have valued the firm at up to 
1 $30im and would have brought 
all 189 partners multi-million- 
dollar stock and cash payouts. 

In a statement, Jon Corzine 
and Henry Paulson, co-chairmen 
and chief executive officers, said 
they would propose a new initial 
public offering once market con- 
ditions improved . 

"Our executive committee 
made this difficult decision after 


giving full consideration to the 
volatile State of global" financial 

markets and the disproportion- 
ately negative impact on the 
financial services sector." the 
statement said. 

According to people at the 
firm, the decision to withdraw 
rather than postpone the offering 
was made so Goldman would be 
able to elect new partners. With- 
out the IPO, it might otherwise 
have been difficult to hang on to 
ambitious investment bankers. 

The firm plans to elect new 
partners at a meeting in late 
October. At its last such meeting 
two years ago, about 40 new part- 
ners were elected. The number of 
new partners may be larger this 
time, reflecting the growth of the 
firm. Other staff who were 
expecting to receive windfalls 
from the IPO would continue to 
be paid generously under tbe 


partnership structure, the execu- 
tives said. The only way people 
would be disaffected is if they 
thought we had been disingenu- 
ous." said Mr Corzine. 

They added that the plan to 
launch an IPO had been reached 
from a position of strength. “We 
were not at any time under any 
imperative," said Mr Paulson. He 
added that the firm's capital 
structure remained strong. 

The two men said they 
remained opposed to any mega- 
merger with another financial 
services Ann. 

"Goldman Sachs remains com- 
mitted to its goal of being tbe 
world’s pre-eminent investment 


bank and securities firm and to 
matching its capital structure to 
that mission," the statement said. 

It added: “When markets and 
other conditions improve, our 
executive committee may pro- 
pose a new plan of incorporation 
and public offering to the part- 
nership for its approval. 

“We are in a market where it 
does not make sense to do an 
IPO," said Mr Paulson, citing 
market volatility, the decline in 
financial stock valuations and 
the fall-out from hedge fund 
Long-Term Capital Manage- 
ment’s rescue last week. 


Lax, Page 20 


The long-awaited stock market 
notation uf Formula One Hold- 
ings was put on hold yesterday. 
Instead, the company, which con- 
trols the television rights tn the 
motor racing world champion- 
ship. has announced a &2bn Euro- 
bond Issue. 

The bonds will be kicked by 
revenues Irom live sports broad- 
casting. Proceeds will go to the 
family trust or Ifc-mie Ecclestone, 
the 66-year-old promoter who 
controls Formula One. The debt 
offering is intended as a precur- 
sor to a flotation uf Formula One 
Holdings in “two to three years". 

Mr Ecclestone had hoped to 
realise part of lus family's hold- 
ing in the racing business with a 
flotation lust year, but plans ran 
into difficulties when the Eurr»- 
penn Commission investigated 
the marketing contracts between 
Mr Ecclestone's companies and 
the sport's governing body and 
television broadcasters. The flota- 
tion was also troubled by dis- 
agreements between Mr Eccles- 
tone and Formula One teams 
over revenues sharing and what 
stake teams should hold in the 
floated enterprise. 

Yesterday Mr Ecclestone's rep- 
resentatives claimed the Commis- 
sion was close to ending its oppo- 
sition to the arrangements 
following several months of clari- 
fication by Formula One and Mr 
Ecclestone. “There are a feu- 
minor issues to be resolved but 
the Commission has got a good 
understanding of the business 
now." said Stephen Mullens, a 
spokesman for Formula One. 

Also, the teams recently ended 
their differences with Mr Eccles- 
tone by signing a new "Con- 
corde" agreement, which sets out 
the nature of the commercial 
relationships between the teams 
and Mr Ecclestone's companies. 

His advisers believed the bond 
issue would be an easier way for 
him to raise money for his family 
trust, while also preparing the 
company for a subsequent flota- 
tion, a spokesman said. 

The bonds, which will carry a 
coupon linked to LIBOR, can be 
redeemed after two years but 
Include a substantial step-up in 
the interest rate after five years. 
Morgan Stanley Dean Witter, the 
bank behind the bond scheme, 
said this provided an incentive to 
pay' off the bonds through a flota- 
tion after the initial two-years. 


Optimism builds for 
US interest rate cut 


By Gerard Baker In W as hi ngton 


The Federal Reserve’s top policy 
makers meet today amid intensi- 
fied expectations in international 
financial markets that the US 
central bank will cut interest 
rates for the first time in nearly 
three years. 

US equity markets moved 
higher yesterday morning as 
expectations of a rate cut hard- 
ened, although by mid afternoon 
New York time, the Dow Jones 
Industrial Average was little 
changed. Bond prices were 
slightly lower. 

A derision today by the Fed’s 
open market committee to 
respond to tbe deepening global 
economic crisis with an easing of 
policy would mark a dramatic 
reversal by the central hank in 
just a few months. 

In July, Alan Greenspan, the 
i Fed chairman, warned that infla- 
tion stiH posed a more serious 
risk to the US economy than did 
a slump. But since then, officials 
believe, the rapid deterioration in 
the international environment 
has hit US prospects hard, and 

last week Mr Greenspan sig- 
nalled a rate cut was imminent. 

Policymakers seem mainly con- 
cerned about the threats to the 
US financial svstem from the 


global economic turmoil While 
overall US growth prospects have 
deteriorated recently, the risk of 
a recession remains slight, with 
strong consumer spending under- 
pinning robust demand. 

But the financial effects of the 
international crisis wm more of 
an immediate threat. Last week's 
rescue of Long-Term Capital 
Management, the hedge fund fac- 
ing large losses after adverse 
movements in international mar- 
kets, is an example of the risks 
confronting the US. say some 
economists. 

“The LTCM problem could be 
just the tip of tbe iceberg and 
may turn out to be tbe primary j 
reason why the Fed will feel com- , 
peHed to lower rates," said Cary | 
Leahey, of High Frequency Eco- 
nomics, a New York research . 
group- 

Market expectations about the 
scale of any cut are mixed. For 
the past few years, the Fed has 
had a cautious approach to inter- 
est rate changes, moving its main 
lending rate - the F6d funds tar- 
get-in 0.25 percentage-point 
steps. But many economists say 
international economic condi- 
tions may force the Fed to cut 
the rate by 05 percentage points. 



Washington on red alert. Page 8 
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GERMAN ELECTION WINNER GERHARD SCHRODER COULD FACE FORMIDABLE CDU/CSU ALLIANCE UNDER SGHAUBLE AND STOIBER 


Right regroups for opposition role 


By Tobias Buck fn Bonn 

Theo Waigel, the German 
finance minister, yesterday 
resigned from his post as 
chairman of Bavaria's Chris- 
tian Social Union, as the 
country’s ruling rightwing 
coalition prepared itself for 
the unfamiliar world of 
opposition politics. 

Mr Waigel made clear he 
would not seek re-election at 
a CSU conference early next 
year. He will be succeeded 
by Edmund Stoiber. Bavar- 
ia’s prime minister, who 
secured a convincing victory 
in state elections two weeks 
ago. The announcement - a 
day after Chancellor Helmut 
Kohl said be would be step- 
ping stepping down as leader 
of the Christian Democratic 
Union - signalled a thor- 
oughgoing change of guard 
on the German right after 
Sunday's election defeat 

Mr Waigel served as Mr 
Kohl's financ e minister for 
almost 10 years, and was 
instrumental in setting Ger- 
many's European and finan- 
cial policy, particularly in 
ensuring the conditions for 
launching the single Euro- 
pean currency next year. 

Sunday's results were a 
disaster for Mr Waigel as 
much as for Mr Kohl. The 
CSU vote in Bavaria fell 
below 50 per cent for the 
first time since the war. 

Mr Kohl yesterday 
declined to comment on who 
would succeed him as CDU 
head, but it is believed he 
will push hard for Wolfgang 
Schduble. CDU/CSU parlia- 
mentary leader. Mr Schdu- 
ble, wheelchair-bound since 
an assassination attempt in 
1990. has long been. Mr 
Kohl's and the party's 
favourite to succeed him. 


Another prospective candi- 
date for the party leadership 
is Volker Robe, defence min- 
ister. Unlike Mr Schiiuble, 
however, he lacks-a-regkmal 
power base in the party. Mr 
Kohl yesterday insisted that 
party and parliamentary 
leadership should.be. placed 
in the same hands , and not 
split as ts the case with the 
Social Democrats. 

A CDU/CSU alliance under 
Mr Schauble and Mr Stoiber 
would - according to opin- 
ion polls - be lad by Gej> 
many’s two most popular 
politicians. That could allow. 
Germany's right-of-centre 
parties to present a govern- 
ment led by Gerhard Schro- 
der. the Social Democratic 
winner of Sunday’s general 
election, with a formidable 
opposition. However, a uni- 
fied front Is not guaranteed. 
The two have clashed over 
immigration and the coun- 
try's stance towards the 
European Union. Mr Stoiber 
has presented himself as 
tough on immigration and 
crime and sceptical towards 
further European integra- 
tion. Mr Sch&uble Is seen to 
be more liberal. 

Yesterday in Bonn, a wea- 
ry-Looking Mr Kohl found it 
difficult to hide his disap- 
pointment at being the first 
chancellor in postwar Gar 
many to be ousted at a gen- 
eral election. Mr Kohl 
rejected suggestions that he 
would seek office within the 
European Union or stand as 
candidate for the German 
federal presidency. T will do 
my duty as an ordinary 
member of. parliament.’* be 
said. 

Driving on the left? Page 19; 
Edtorial comment, Page 19; 
Lex comment, Page 20 
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THE EAST DISSATISFACTION WITH PACE 0F_EC0N0M1C RECONSTRUCTION P_R0VES THE UNDO ING OF HELMUT KOHL 

Brusque treatment for unification’s engineer 


INDUSTRY-WARNING AGAINST NEW BURDENS 


to pursue 


By Frederick Studemann 
in Bed vi 


When the history of the 1998 
German election is written, 
it will be recorded that vot- 
ers in eastern Germany 
unceremoniously dropped 
Helmut Kohl, the man who 
eight years previously had 
engineered unification of the 
formerly communist region 
with the west. 

Support in the east for Mr 
Kohl’s Christian Democratic 
Union, formerly the biggest 
partj’ in the region, fell 11 


percentage points to 27 2 per 
cent as voters made clear 
their dissatisfaction with the 
pace and form of economic 
reconstruction. The biggest 
beneficiary was the Social 
Democratic party (SPD), 
which lifted its eastern vote 
by 3.8 points to 35.1 per cent, 
according to the provisional 
final result. The Party of 
Democratic Socialism, .the 
former communists, 
increased its vote by nearly 
2 points to 21.6 per cent. - 
The strong vote for the 
SPD was decisive in boosting 


the majority for a national 
coalition with the Greens as 
the Social Democrats picked 
up 13 so-called “over-hang” 
or supplementary seats in 
the east. These are addi- 
tional seats awarded to a 
party whose share of the 
direct constituency vote is 
higher than its share of the 
overall proportional repre- 
sentational vote. 

In Berlin, which next year 
will become the seat of 
national government, the 
map turned red. The SPD 
took all but four of the direct 


constituency votes and all 
the seats awarded through 
the proportional representa- 
tion list 

But the real victor In the 
east was arguably the PDS. 
Against many predictions. It 
managed both to retain its 
lour direct constituency 
seats In east Berlin and poll 
more than 5 per cent of the 
national vote thanks to 
i nc rea se d support in the east 
and. slightly, in the west. 

Lothar Bisky, PDS chair- 
man, said the result showed 
“the party is wanted in this 


country, not just in the 
east”. He said the return of 
the PDS to the Bundestag, 
where it will have 35. MPs, 
was part of a “European nor- 
malisation process" in which 
hard-left parties, such as the 
reform communists in 
France and Italy, are repre- 
sented In parliament. The 
next goal for the party 
would be to expand in west 
Germany arwLalso seek. to_ 
establish a continental pres- 
ence in next year's elections 
to the European parliament 
In Germany, the PDS now 


has the chance to enter 
regional government for the 
first time following elections 
in the north-eastern state of 
Mecklenburg-Vorpommern. 
In state elections on Sunday 
- won, as were the national 
elections, by the SPD - the 
PDS gained 24.4 per cent of 
the vote. Harold RingstorS. 
SPD state leader, is initially 
talking to the CDU. whose 
vote, dropped more than 7 
percentage points, about 
forming a grand coalition. 
Bu t he has signalled he will 
also talk to the PDS. 


By Graham Bowtay fa Frankfurt 

German business yesterday 
called on Gerhard Schrfider, 
Germany’s newly elected 
chancellor .'to pursue radical 
tax reform, as Industry's 

most feared, electoral out- 
- come — a red-green coalition - 
government — prepared to 
assume power in Bonn. 

Hans-Olaf Henkel, presi- - 
dent of the Confederation of 
German Industry, said the 
new administration should 
cut personal and company 
taxes. He warned against the 
Green party's proposals for 
raising energy taxes and 
ending tbe use of nuclear 
power. “They should come 
up with a tax reform which 
helps German industry and 
not put-new burdens on it," 
Mr Henkel said. “Their gov- 
ernment programme must 
look very different from 

their election programme." 

But the warning came as 
? the country’s powerful 
unions cafled for Germany's 
hew leader to honour elec- 
tion pledges to roll back the . 
minor economic reforms to 
_ pgrisipnft and benefits intro- 
duced by Mr Schroder's pre- 
decessor, Helmut Kohl. 
Unions also called for early 
moves to tackle unemploy- 
ment ~by beginning the tri- 
partite talks involving gov- 
ernment, onions and 
employers, which Mr Schro- 
der pixunlsed during the 

campaign 

Dieter Schulte,' trade 
union association R«>ii said: 
"We want cuts to sick pay, 
to workers’ -protection 
against dismissal as weD as 
. pensions cots to '• be 
reversed." • 

This issue could prove 
explosive for the new chan- 
cellor. Industry is fiercely 
opposed to giving up any of 
these hard-won changes. 

■ Dieter Hundt, president of 
> the employers’ association, 
i said without these reforms 
f agreement on the economy's 
future was “un think able **. 

' German industry hopes 
1 that now Mr Schroder has 
! securely won office he will 
[ emerge as a reformer dedi- 
, cated to improving the com- 
r petitiveness of German com- 
; parties. Business has 
r transformed itself in recent 
t years by cutting wage costs 
. and introducing some flexi- 
l bOity in the workplace. 

Even so, companies’ non- 


wage labour costs remain 
among .the highest in the 
world. Industry wants Mr 
SchrOder to cut taxes, pen- 
sions htk! social benefits to 
help , boost competitiveness, 
stimulate the still-sluggish 
economy and tackle ■ unem- 
ployment, currently - at 
around 4m. 

It aim 1 * demands a modem, 
privately funded pensions 
system to replace the cur- 
rent creaking state scheme- 

industry leaders drew 
comfort when Mr Schroder 
positioned himself as a 
moderniser early in his cam- 
paign. He installed Jost 
Stollmann and Walter Ries- 
ter, two progressive reform- 
ers. as shadow ministers 
who may now join govern- 
ment But later Mr Schroder 
appeared to drift back to the 
left He appalled industry 
leaders when, in his mani- 


(Jnions call for 
moves to tackle 
unemployment 


festo for office, he pledged to 
repeal some of Mr Kohl's 
reforms. 

Industry is now waiting 
for Mr SchrOder to show his 
true colours. Business lead- 
ers are hoping he will exploit 
his strong victory to control 
the SPD’s left .and push 
through reforms, especially 
now that tbe SPD controls 
both the lower and upper 
houses of parliament It is 
this view which appeared to 
inspire a positive reaction 
from investors yesterday, 
with shares In Frankfurt ris- 
ing- 

industry bosses said yes- 
terday they were prepared to 
take part in tripartite talks 
with unions and government 
- Mr Schrdder’s so-called 
“Alliance for Jobs". 

But union demands are 
likely to be unpalatable 
Union chiefs want personal 
income tax cuts to increase 
wages and so boost con- 
sumer spending in the econ- 
omy, enforced overtime lim- 
its. and fines for companies 
that foil to create enough 
trainee jobs. 

“We want the government 
to put pressure on employ- 
ers,” said IG Metall, the big- 
gest union. 


GERMAN LANGUAGE REF ORMS UND ER FIRE CABINET KOHL’ S 'GREY FUNCTIONARIES’ LIKELY TO BE REPLACED BY INDIVIDUALISTS 'NOT QUIJEJN SPD_MAIN STREAM^ 

State’s voters New team set to be colourful antidote 

give last word sagaas. 

When Gerhard Schroder’s 

fill 1 1 1 1 1 I g\ | .... • • cabinet eventually meets, it 

'“*■*■* MiituiMt is likely to be a Remarkably 


By Frederic* Studemann 
fa Berfai 

Confusion looms in 
Germany's schools after vot- 
ers io tiie northern state of 
Schleswig-Holstein rejected 
spelling and grammar 
reforms aimed at simplifying 
the language. 

In a referendum held in 
conjunction with the elec- 
tions on Sunday. 56.4 per 
cent of voters backed a call 
for schools to return to 
teaching according to old 
rules, abandoned in Schles- 
wig-Holstein two years ago. 

The reforms were the 
result of a difficult and 
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drawn-out attempt by philol- 
ogists and officuds_in_Ger-_ 
many, Austria, parts of Swit- 
zerland. Luxembourg and 
northern Italy, to update the 
German language. The re- 
forms Include the splitting of 
unwieldy compound nouns, 
restriction of the use of the 
s -called “beta s" and the 
number of commas and full- 
stops, as well as tbe German- 
ification of foreign words, 
such as spaghetti and geogra- 
phic. which were changed to 
spagetti and geografie. 

Sunday’s decision, greeted 
with dismay by teachers and 
textbook publishers, means 
schools in Schleswig-Hol- 
stein will fall out of line with 
tbe rest of Germany. Glsela 
Bohrk, state education min- 
ister, said she intended to 
issue a decree making both 
tbe old and new rules accept- 
able. The reformed rules, 
however, will not be taught 
or practised In the state. 

Critics of the reforms, who 

include tbe federal presi- 
dent. leading writers and 
many parents’ protest 
groups, see in the changes 
an attempt to legislate away 
the character and vibrancy 
of the German language. 

Matthias Drager. spokes- 
man for the pressure group 
that forced the referendum 
vote, said the Schleswig-Hol- 
stein decision could open the 
way for similar moves in 
other states. But this was 
rejected by the organisation 
of state educational and cul- 
ture ministers, which said 
that the reforms had been 
upheld by tbe constitutional 
court and that Germany had 
entered Into International 
commitments with other 
German-speaking countries 
and regions. 


By Peter Norman and Ralph 
Atkins fa Bonn and Frederick 
StQdemann fa Berifa . 

When Gerhard Schroder’s 
cabinet eventually meets, it 
is likely to be a Remarkably 
different body to the depart- 
ing team of Helmut KohL 
Mr Kohl chose, to surround . 
himself largely with grey 
functionaries from his Chris- 
tian Democratic Union who 
never grew out of their lead- 
er's shadow. In drawing np 
his shadow ministerial team, 
Mr SchrOder, by contrast, 
has tended to steer dear of 
established party, figures, 
preferring those who - like 
himself - are not quite in 
the SPD’s mainstream. 

there will be well known 
faces: Oskar Lafontalne. 
party chairman, is likely to 
become finance minister: 
Rudolf Scharptng, the SPD’s 
failed chancellor candidate 
in 1994, is a possible defence 
secretary. But when recruit- 
ing outside the SPD, Mr 
SchrOder has sometimes 
proved an impulse buyer of 
individualists. Three of Mr 
Schroder’s recruits fit this 
description: Jost Stollmonn, 
Mr Schroder’s economics 
minister designate; Walter - 
Riester. his nominee for 
labour and social affairs 
minister, and Michael Nau- 
mann. his spokesman on the 
arts. 

Mr Stollmaxm, 43, the con- 
troversial non-party former 
computer entrepreneur, 
quickly achieved notoriety 
for his outspoken support of 
market-oriented policies. His 
sharp criticism of Germany's 
generous but expensive wel- 
fare system incurred the 
hostility of mainstream SPD 
and trade union activists. 
One of the wittier bans mots 
of the campaign came from 
Guido Westerwelle, general 
secretary of the market- 
oriented Free Democratic 
party, who observed that 
Mr Stollmann “fitted almost 
as well in the SPD as a 
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penguin in the Sahara". 

Mr Stollmann had a brash- 
ness that suggested he had 
known Mr SchrOder for 
years. Not a bit of it. He was 
recruited in typical SchrOder 
style after the two men first 
met “two or three years ago 
in a lively TV discussion 
Show", Mr Sto llmann recal- 
led recently. “I called on tbe 
politicians for a vision for 
Germany. I told [Gttnter) 
Rexrodt (the economics min- 
ister in Mr Kohl’s govern- 
ment) that he should explain 

why l as a young man 
should roll up my sleeves, be 
proud of my country and 
that sort of thing. The dis- 
cussion had an echo in the 
media. Schr&der was 
Impressed and tang me." 

Later, when Mr Stoll- 
mann’s CompuNet company 
crossed the DMlbn ($500m) 
annual turnover mark, Mr 
Stollmann decided to take an 
active public position and 
ran an advertising camp ai g n 
extolling Germany as a place 
for investment “We were a 
lone voice in the desert It 
was on that basis that Mr 
Schrfider rang me up. We 
met He said: ’You said we 
need political leadership. 
Well?’. Answer. -‘Yes, sir.’" 
Mr Stollmann, like Mr SchrO- 
der is an individualist “fm 


not rooted in the party," he 
says. “I haven’t got ah SPD 
history. But you wouldn’t 
have an independent awk- 
ward so-and-so. if I had." He 
also has an unusual back- 
ground, having studied in 
France and the US before 
founding his own company 
at the age of 29. His mother 
was an entrepreneur, “at one 
time the sole female car 
dealer in Germany in the 
period after the war”. His 
father was a senior official 
in the Dtisseldorf finance 
ministry. Does this mean he 
has a happy mix of public 
service and entrepreneurial 
activity in his genes? He 
hoots with laughter: “Well 
with hindsight we can see 

that SchrOder immediately 
recognised my genetic poten- 
tial" 

While Mr Stollmann is 
noisy. Walter Riester is a 
quiet man. The highly 
respected deputy chairman 
of I G Meiali. the metal 
workers’ trade union, Mr 
Biester has been hired to 
make Mr Schroder’s "alli- 
ance for jobs" project work. 
The “alliance", bringing 
together government, trade 
unions and employers, 
would have a key role in cut- 
ting unemployment. 

Mr Riester, whose 55th 


birthday was -on election 
day, was no intimate of Mr 
SchrOder when recruited as 
shadow labour minister in 
April. “I've had relatively 
little personal contact." he 
said afterwards. “His 
approach to me was a sur- 
mise.” Nonetheless, Mr Ries- 
ter says: “We think similarly 
and that is a good precondi- 
tion to work together." 

Mr Naumann. 56. the puta- 
tive arts minister, has an 
urbane manner and suave 
dress sense. His addition to 
Mr Schrfider’s team this 
summer added a little colour . 
from Germany’s intellectual 
and artistic rircles. Multi-lin- 
gual, well travelled and with 
a high profile career in pub- 
lishing. Mr Naumann epit- 
omises Berlin’s cosmopoli- 
tan, left-leaning world of 
successful professionals. He 
is a former journalist who 
moved into publishing - 
first at Rowohlt Verlag, 
which he headed for 10 
years, and then In New York 
at Henry Holt. 

Unlike Mr Schrdder. Mr 
Naumann has an impressive 
educational record, culmin- 
ating in a doctorate in politi- 
cal science, history and. phi- 
losophy. But like others of 
“Schrader's people". Mr Nau- 
mann has jolted Social Dem- 


ocratic thinking. His task 
would be to raise the inter- 
national profile of German 
culture - Including battling 
for better treatment for Ger- 
many when European Union 
film finance subsidies are 
handed out He has already 
fuelled controversy by voic- 
ing opposition to a Holo- 
caust memorial planned for 
the centre of Beriin. 

- The flow of. ideas from his 
team of designated ministers 

- sometimes coherent and 
attractive, sometimes dis- 
jointed - is beguiling to Mr 
SchrOder. Is Oskar Lafoh- 
taine, who has scarcely left 
Mr Schrdder’s side since 
Sunday’s vote, the excep- 
tion? 

Aged 55, the Social Demo- 
crats’ powerful chairman 
and possible future finance 
minister is in Mr Schroder’s 
Inner camp by right. His grip 
over the party delivered tra- 
ditional Social Democrats’ 
support for Mr Schrttder’s 
candidacy and Sunday’s 
eventual, victory. In govern- 
ment, Mr SchrOder. who 
■ does oat command universal 
support among the party’s 
traditional socialists, will 
need Mr T-»fant»inp to main- 
tain discipline once his polit- 
ical honeymoon is over. 

But the left-leaning Mr 


Lafontaine, a master of 
forceful oratory, also follows 
a distinct agenda. He backs 
seeking international finan- 
cial market stability through 
setting target zones for the 
m ain international curren- 
cies. To create jobs, he 
favours boosting domestic 
demand - and a clam pd own 
on illegal employment of for- 
eign workers on wages 
below German tariff rates. 

Mr Lafontaine’s thinking 
betrays his training as a 
physicist, ‘There are no final 
truths in the political econ- 
omy. But economics has 
something in common with 
the natural sciences: that 
when you have conducted an 
experiment for 16 years and 
yob haven’t obtained the 
results you wanted, then you 
have to admit that perhaps 
you did something wrong. 
That is why we need a 
change of government in 
Germany.” During the elec- 
tion campaign, Mr Schrfider 
and Mr Lafontaine kept tight 
discipline. But Mr Lafon- 
taine’s imprint was clear as 
was Mr Schrfider Indebted- 
ness. As the SPD begins the 
work of governing, it will 
become clearer whether Mr 
Lafontaine is truly one of 
■^hrfider’s people- - ort £ 
other way around. 
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EUROPE 


Bonn’s EU funding 
will soon be tested 


By Quentin Peel 


Germany's willingness to 
remain the leading paymas- 
ter of the European Union, 
and its rale as chief defender 
of the EU Common Agricul- 
tural Policy, will, be tested 
almost as soon as it? new 
government is Installed. 

A wide-ranging report on 
sharing the burden of the 
EU budget is set to be pub- 
lished by the European Com- 
mission In the next two 
weeks. and it will present 
the Social Democrat-led 
regime in Bonn with difficult 
and potentially embarrass- 
ing choices. 

The paper will make a 
series of suggestions on how 
to control the cost of EU fin- 
ancing for those member 
states making the highest 
net contributions - led by 
Germany, the Netherlands. 
Austria and Sweden. They 
are likely to be fiercely 
opposed by big net recipi- 
ents, such as Spain. 

One option being mooted 
by the European Commis- 
sion is to ‘‘co-finance” the 
cost of parts of the CAP. 
switching the burden back 
from Brussels to national 
budgets. Any such sugges- 


tion of “re-nationalising” EU 
policies has been anathema 
to previous German govern- 
ments, because it would call 
into question the very foun- 
dation of a common policy. 

Another proposal would 
cap spending for any mem- 
ber state at a particular per- 
centage of gross national 
product. A third would 
change expenditure policies 
to reduce the burden on the 
main, net contributors. - 

Not only is Germany a 
vital participant In the 
debate, as the largest single 
financier of the EU budget - 
in 1997, Germany made a net 
budget contribution to Brus- 
sels of almo st 62 per cent of 
aB member states' net trans- 
fers to the EU budget. It will 
also hold the chair of the EU 
in the first six months of 
1999. and be required to 
negotiate a solution. 

The question of net financ- 
ing is a key element in 
Agenda 2000, the EU’s 
enlargement reform pro- 
gramme. It includes radical 
reform of the so-called struc- 
tural funds, involving spend- 
ing on poorer and more 
remote regions. 

The plan would cut spend- 
ing in western Europe, to 


NEWS DIGEST 


WATCHDOG CHIEF QUITS 


‘Financial catastrophe’ 
warning to Moscow 

Russia is facing both a “financial and political catastrophe” 
unless the central bank and finance ministry change their 
po&des, Dmitry Vasilyev, the former head of Russia's Fed- 
eral Securities Commission, warned President Boris Yeltsin 
in his letter of resignation. 

Mr Vasilyev, who resigned as Russia’s capital markets 
watchdog on Friday, yesterday made a blistering attack on 
the central bank's plans to set up a two-tier currency mar- 
ket with separate sessions and different rates for exporters 
and importers. He also criticised the government's pro- 
posed equity swaps in lieu of tax payments as tantamount 
to re-nationalisation. 

Victor Gerashchenko, Russian central bank head, pro- 
posed the new measures on September 24 as a way of 
overcoming the crisis in the financial and banking system. 
Tony Robinson, Moscow 

BULGARIA 


IMF approves $850m loan 

The International Monetary Fund has approved an $850m 
three-year loan for Bulgaria, to help cover the balance of 
payments deficit and support market reforms launched last 
year by the centre-right coalition government 
The loan, mainly negotiated before the Russian financial 
crisis erupted, throws Bulgaria a lifeline at a difficult time 
for Balkan countries in transition to a market economy. 

Ivan Kostov, the pro-market prime minister, said at the 
weekend that Bulgaria had called off plots to raise up to 
$300m on international financial markets because of unfa- 
vourable conditions. Earlier this year Bulgaria postponed 
its first eurobond issue because of the Asian crisis. 

Growth in gross domestic product is projected at 5 per 
cent this year, with inflation set to fall to 9 per cent by 
year-end. Theodor Troev, Sofia, and Karin Hope, Athens 


BASQUE REGION 


Olive branch from Aznar 

Jos6 Maria Aznar, the Spanish prime minister, gave the 
first indication at the weekend that he was willing to make 
concessions to secure lasting peace in the Basque region 
after the ceasefire, which began 10 days ago, by the sepa- 
ratist organisation Eta. 

Taking his message to the Basque city of San Sebas- 
tian, the heartland of separatist sentiment, he offered 
“generosity” towards Eta and indicated there might be 
room for discussion with Basque nationalists on the 
region’s “historic rights" without going beyond the bounds 
of Spain's current constitution. 

But he was not specific about deals affecting the 500- 
plus Eta prisoners, convicted or awaiting trial, who are 
now dispersed in jails around Spain. David White, Bilbao 


SWISS REFERENDUM 
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Heavy vehicle tax backed 

Switzerland is set to become the first country In western 
Europe to Introduce a heavy vehicle road tax based on 
distance driven, weight and emission standards. 

Moritz Leuenberger, transport minister, says the support 
of the Swiss electorate in Sunday's referendum for a new 
heavy vehicle tax tax, dubbed the LSVA, is a confirmation 
of public support for a new road pricing policy designed to 
shift heavy goods traffic from road to rail 
The new tax is designed to curtail the increase in road 
traffic through environmentally sensitive Alpine passes and 
finance two new rail tunnels to cope with the expected 
increase in goods traffic which will be switched from road 
to rail. The support for the new tax also dears the way for 
Switzerland to finalise a transport agreement with the 

European Union. WBCam Had, Zurich 


NATO 

Greeks, Turks to join exercise 

For the first time in 13 years, Greece and Turkey win jointly 
take part in a Nato exercise in the Aegean Sea. An 
announcement by the general defence staff yesterday said 
Greece would take part in the annual “Dynamic Mix", a 
large 21-day air, land and sea exercise held in the region. 

More than 17,000 troops and forces from Britain, Can- 
ada, France. Greece, Germany, Holland, Italy, Portugal, 
Spam. Turkey and the US will take part in the exercise, 
which wilt include 62 ships and 170 aircraft. 

Last year. Athens took part in “Dynamic Mix", but Ank- 
ara boycotted the manoeuvres because Nato forces based 
in Turkey were not included in the exercise. Nato allies 
Greece aid Turkey have nearly gone to war twice In the 
past 11 years over disputes on air, sea and seabed min- 
eral rights in the Aegean. AP, Athens 


make room for demand from 
future central and east Euro- 
pean members. But every 
country is fighting to keep 
its maximum share, with 
countries tike Spain and Por- 
tugal in the front line. 

The debate has been at a 
virtual standstill in recent 
months, waiting for the Ger- 
man election result. Any 
hopes or rapid progress will 
depend on a clear line from 
the new German coalition. 

“We have to start during 
October, -or at the latest 
November. In order to 
reduce the options at the 
Vienna summit in Decem- 
ber," said one senior diplo- 
mat. “Only then can we hope 
to get ft finished by March, 
when the European parlia- 
ment goes campaigning for 
elections. .Otherwise it will 
all be held up for months, " 

In fact an SPD-Green coali- 
tion in Bonn may be more 
flexible on agriculture. The 
SPD has traditionally been 
closer to consumers' than to 
farmers' interests. But much 
will depend on the policy of 
the future German agricul- 
ture minister, and his or her 
ability to resist the argu- 
ments of the finance minis- 
try. 


Germany set for new economic internationalism 



ECB watch 


T he election defeat of Ger- 
man Chancellor Helmut 
Kohl and the strong like- 
lihood of a Social Democrat- 
Green coalition will bave 
significant implications for 
European economic and 
monetary policy. 

Oskar Lafontaine, the SPD 
chairman and a possible 
future finance minister, said 
on election night he wanted 
urgent talks with Tony 
Blair, the British prime min- 
ister, and Lionel Jospin, the 
French prime minister, to 
achieve closer economic pol- 
icy co-operation in Europe 
and to help reform Interna- 
tional financial institutions. 

Germany's new economic 
internationalism marks a 
sudden departure from the 
orthodoxy of the Kohl gov- 
ernment, and ends the coun- 
try's increasing isolation in 
EU economic affairs. In par- 
ticular, the SPD is likely to 
soften Germany's opposition 
to giving the euro-zone, the 
group' of countries joining 
economic and monetary 
union from next year, a 
greater political role. It is 
now more likely to agree to 
European Union proposals to 


Oskar Lafontaine has already called for talks wrth Blair 
and Jospin on policy co-operation in Europe and reform 
of financial institutions, writes Wolfgang Munchau 


allow the euro-zone to be 
represented at international 
meetings. 

German Social Democrats 
support the principle of cen- 
tral bank independence and 
the pursuit of price stability. 
But a red-green coalition 
may still send out different 
signals to the outside world 
through a stronger emphasis 
on growth and employment. 

The new government will 
also have a direct impact on 
the Bundesbank after Hans 
Tietmeyer, Bundesbank 
president and a close associ- 


ate of Mr Kohl, steps down 
next summer. As chancellor. 
Mr Schrbder will have the 
right to nominate his succes- 
sor. 

The two frontrunners for 
the job are Edgar Ml* is ter, a 
member of the Bundesbank 
directorate now in charge of 
banking supervision, and 
Ernst Welteke. president of 
the state central bank of 
Hesse and a member of the 
Bundesbank’s governing 
council. 

Both are considered to be 
moderates. 


The change of presidency 
will not alter the Bundes- 
bank's policy stance, but it 
might soften the German 
central bank’s unrelenting 
efforts to turn the European 
Central Bank Into a Bundes- 
bank clone. 

With the departure of Mr 
Kohl, Wim Duisenberg. pres- 
ident of the ECB. will lose 
his staunchest political sup- 
porter on the European 
stage. 

Instead. Mr Duisenberg 
and bis colleagues will be 
confronted by a group of 
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centre-left premiers from the 
three largest member states 
of the euro-zone - Germany. 
France, Italy - and the UK. 
if and when it joins Emu. 

The new emphasis on eco 
□omic growth and employ- 
ment may also soften Ger- 
many's unrelentingly hard 
line on fiscal consolidation. 
The Kohl government was 
the driving force behind the 
stability and growth pact, 
which commits Emu mem- 
bers to achieving balanced 
budgets over the economic 
cycle. 

While the SPD has no 
stated intention to soften 
Germany's overall fiscal 
position, it may adopt a 
more flexible line on the 
implementation of the stabil- 
ity pact, in particular 
emphasising the need for 
growth alongside stability. 

The shift iu emphasis from 
stability to a mixed set of 
objectives, which includes 
growth, employment, exter- 
nal and internal stability, 
could turn out to be the 
most important long-term 
implication of the Schroder 
victory. 

This will be a big culture 
shock for Europe's central 
bankers, especially those 
who may find their doctri- 
naire monetarism is begin- 
ning to lose broad-based 
political support. 
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Offensive in 
Kosovo over, 
says premier 


By Guy Dtrmwre 
n Sfiodje, Seitta 


Serbian government forces 
B have ended their offensive 

o against ethnic Albanian sep- 

c aratists in Kosovo province, 

s Mirko Marjanovic, Serbian 

h prime minister, announced 

*> yesterday. But despite his 

f< statement apparently aimed 

d at averting Nato air strikes, 

a A rebel positions remained 

b under heavy fire, 

b ‘’Peace reigns in Kosovo. . . 

v As of today all anti-terrorist 

C activities have ended. They 

C will be renewed only if any 

new bandit and terrorist 
u activity reappears," Mr Mar- 
s' janovic told a special session 

u of parliament, 

f Responding to a demand 

<1 from, the Nato military afli- 

ej ance, the Serbian premier 

said special police units 
would be withdrawn to bar- 
racks. He also offered an 
amnesty to ethnic Al banians 


who turned in their weapons 
within 10 days and were 
innocent of rebel activity. 

But in the south’ of Kos- 
ovo. near the town of 
Stimlje, government forces 
were still pounding rebels of 
the Kosovo Liberation Army 
(KLA) with heavy artillery 
and machtne-gun fire. 
Smoke poured from one vil- 
lage. A police officer said 
they were "mopping up" last 
pockets of resistance. 

Western diplomats wel- 
comed Mr Marjanovic’s 
statement but were sceptical 
that the seven-month con- 
flict was over. They recalled 
that Slobodan Milosevic, 
president of federal Yugo- 
slavia - Serbia and Montene- 
gro - told European envoys 
on July 30 that the operation 
was finished. Since then doz- 
ens of villages have been 
destroyed or damaged. 

The KLA said on Sunday 
it would continue with its 



EUROPEAN COMMISSION CONCERN TO ENSURE .PUBLIC. SUPPORT 



on 


sports to be reviewed 


By Guy fe Jongaftres and 
Patrick HarwRoa • .. 


Sadako Ogata, UN Kgh Commissioner for Refugees, masts ethnic 
Kosovo wfw have fled to Albania 


war. Western military 
observers doubted that Ser- 
bian forces would be able to 
prevent the rebels from 
returning to their bases. 

The Serbian declaration of 
what amounts to a unilateral 
ceasefire follows stepped-up 
warnings to Mr Milosevic 
that his time is running out 
before Nato intervenes. Dip- 
lomats and aid workers say 
that up to 50,000 ethnic Alba- 
nians are without shelter 


and that a humanitarian 
catastrophe is unfolding: 

European diplomats In 
particular fear the US will 
press ahead with air strikes 
if the government does not 
keep its word. They argue 
that Nato intervention will 
lead to- further chaos, boost 
domestic support for Mr Mil- 
osevic and lead to retaliation 
against foreigners. 

A Nato official said yester- 
day. It would be good to 


im children refugees from 
Reuters 

believe the strong pressure 
from the international com- 
munity has been received 
with the seriousness with 
which it was issued.” 

Addressing Serbia's partta-- 
ment, Vojlslav Seselj, a dep- 
uty prime minister and 
le ad er of the ultra-national- 
ist Radical party,' attacked 
the US, Germany, the west- 
ern media and what he 
called “fifth columnists" 
within Serbia. 


European - .. Commission 
competition authorities plan 
to launch _a wide-ranging 
review of their policy 
towards sport fids year, in 
an effort to bolster their 
recent drive to crack down 
on anticompetitive commer- 
cial practices In the sector. 

The review, initiated by 
Karel Van Mlert, competi- 
tion commissioner, is 
intended both to clarify the 
application of EU rules to 
sport and to ensure future 
Intervention by Brussels 
watchdogs commands firm 
political -and public support. 

The Commission is . cur- 
rently hawking more than 
50 complaints involving 
sport, many of which centre 
on broadcasting rights. It 
has recently opened several 
investigations, including 
probes into Formula One 
racing. European football 
competitions and French 
authorities' arrangements 


for aUcxating tickets for this 
yeaiVWprld Cup. 

However, officials admit 
lack of experience has left 
them struggling to under- 
stand the economics of 
sports, the often complex 
commercial arrangements in 
them and how they differ 
between countries. 

“The big 1 danger would be 
for ns to tackle these issues 
bn a piecemeal basis. We 
need more solid factual, eco- 
nomic and legal clarification 
of the issues, so that we can 
formulate a consistent 
approach.” one senior com- 
petition official said. 

Mr Van . Mlert . and his. 
advisers are also keen to 
secure the political backing 
of the full .Commission for 
their policies, because they 
fear that tougher policing of 
competition In sport risks 
stirring up public ill-feeling, 
which could easily rebound 
on Brussels. “This will not 
work if we do not convince 
people that what we are 
doing is reasonable," the 


official said. 

Brussels is also anxious to 
avoid pdBtical tensions with 
EU- member stales such as 
Germany, which has decided 
to exempt sport from its 
nntinrmi competition rules. 

Mr Van Mlert, who aims to 
cooperate with the Brussels 
departments responsible for 
culture and the media in 
drawing up proposals for. 
applying EU competition, pol- 
icy to sport, is expected to 
ask the full Commission to 
debate and approve them in 
principle by year-end. 

The eventual approach, 
may be set out in a policy 
paper. A competition official 
said the aim was to “lay 
down clear-cut markers" 

. before the current Commis- 
sion's term in office expired 
at the end of next year. 

He said there were no 
plans to subject sport to spe- 
cial legislation, but simply to 
ensure it was covered effec- 
tively by the same competi- 
tion rules applied to other 
EU businesses. 


Slovaks must still persuade 
world to welcome them back 

Weekend election was free and fair, report Robert Anderson 
and Kevin Done. But questions remain about stability 


Stesalda: election results 
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S lovakia, to its own sur- 
prise. successfully held 
its second free and feu- 
election since independence 
at the weekend. 

Despite lurid fears of a 
“media bomb" that would 
discredit the opposition, vote 
rigging, or even military 
intervention and the cancel- 
lation of the poll, a massive 
84 per cent of Slovaks voted 
peacefully in what diplomats 
called a “milestone" In the 
country's democratic evolu- 
tion. 

Mfkulas Dzurinda, leader 
of the centre-right opposition 
Slovak Democratic Coalition 
(SDK), who looks likely to 
lead the new government, 
said in his victory speech: 


“Slovakia has shown the 
world it can solve its prob- 
lems itself and wants to 
belong to the democratic 
countries of the world." 

A joyful opposition her- 
alded the result as a vote for 
change and national recon- 
ciliation, that would open 
the way for foreign invest- 
ment and rapid entry to the 
European Union. But the 
feet that there was such ear- 
lier doubt over the feirness 
of the election is proof of the 
task any new government 
will have to convince the EU 
that it has returned to the 
political mainstream. 

The EU will welcome the 
likely departure of Vladimir 
Medar, who took the coun- 


try to Independence with the 
dissolution of Czechoslo- 
vakia and has ruled it for all 
but nine months of its six- 
year existence. 

IBs Intolerance of domes- 
tic opposition polarised the 
country and gave it the dubi- 
ous distinction last year of 
being the only EU applicant 
to be refused membership 
negotiations solely on politi- 
cal grounds. 

Aided by the rebuff from 
the EU and Nato, 14 per cent 
unemployment, rampant 
organised crime, and privati- 
sation scandals, last week- 
end the four opposition par- 
ties won 58 per cent of the 
vote and 88 seats in the 150- 
member parliament 
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The four parties will this 
week begin talks on forming 
a government and hope to 
announce a cabinet and pro- 
gramme before parliament 
meets, probably at the end of 
next month. 

But the EU will want to 
see how stable this coalition 
Is before they reconsider Slo- 
vakia's application. One 
worry Is that the former 


communist Party of the 
Democratic Left (SDL) holds 
the balance of power in par- 
liament but has been seen, as 
the weak link in the opposi- 
tion ever since it flirted with 
supporting Mr Medar's trou- 
bled coalition in 1996. 

Jozef Migas, .SDL leader, 
insists, however, that his 
party wDl not be lured away 
by Mr Medar’s nationalist 


Movement for a Democratic 
Slovakia (HZDS), though be 
says the negotiations will be 
difficult big i ti ff jpTgncftS 
exist with the SDK's right 
wing, particularly over pri- 
vatisation. "Our party is 
strongly against the privati- 
sation of the strategic indus- 
tries, including the banks*" 
he says. 

Opposition politicians are 
nevertheless confident that 
the danger of letting Mr Mec- 
iar back In will keep them 
together.' They also believe 
an investigation of his 'gov- 
ernment's illegal actions and 
suspicious privatisations wiB 
block his return. 

Yet this risks widening the 
political polarisation that 
has made diplomats cautious 
o ver a rapid return to the 
EU fast track. Any new gov- 
ernment wQl need to adapt 
itself quickly to the state Mr 
Medar has built, in which 
both the administration ami 
private industry are filled 
with HZDS placemen. 

The opposition win purge 
the bureaucracy but hopes 


to. convince -a suspicious 
business community that Mr 
Medar had led them up a 
nationalist blind alley. 
“Business wants the EU and 
they know that our party 
guarantees it,” says Jan 
Camogursky, leader of the 
Christian Democratic Move- 
ment, linked to the SDK. 

B usiness may be recep- 
tive to tins because of 
the deteriorating state 
of the economy, which will 
pose politically difficult 
questions for the govern- 
ment and could damage the 
country’s readiness to join 
theEU. 

Strong economic growth of 
about 6 per cent in recent 
years has been built on rap- 
idly growing public deficits 
and foreign debt This boom 
has led to a current , account 
deficit of gl.lbn in the first 
half, u per cent of GDP, and 
prohibitive interest rates. 
Analysts expect a devalua- 
tion and a halving of growth 
next year. 

The SDK ambitiously has 


pledged to double average 
salaries In four years and 
raise pensions to half the 
average income. But the par- 
ty's economic experts pri- 
vately acknowledge that 
they will have to make deep 
cuts in public spending. 

If a new government 
steadies the economy, keeps 
together and lowers the 
political temperature there 
is still a chance of catching 
up with the six countries 
chosen for fast-track negotia- 
tions with the EU, though it 
is now too late to be 
included in the first wave of 
Nato entrants next year. 

However, there are doubts 
over when the EU will reas- 
sess the country's progress. 
Western diplomats say that 
though the EU will be keen 
to reward Slovakia, it is 
unlikely It wfll reconsider its 
case until the middle of next 
year at the earliest. More- 
over, one warns, the EU may 
even decide to wait for a 
wave of new entrants rather 
than welcome improved per- 
formers one by one. 


ASIA-PACIFIC 


KOREA FINANCE CAPITAL ADEQUACY BOOST 

Seoul acts to 
stem bad 
bank debts 


JAPAN LEASING FAILURE IS UNLIKELY TO BE THE LAST, OR THE BIGGEST 


Belly-flop for Japanese banking system 


By Pail Abrahams and 
H&chiyo Nakamotn in Tokyo 


By John Burton In Seoul 


South Korea has eliminated 
60 per cent of non-perform- 
ing loans held by commer- 
cial banks, the government 
said yesterday. 

But analysts believe that 
the government has under- 
estimated the size of the bad 
debt problem as banks con- 
tinue to lend to the big trou- 
bled conglomerates that may 
yet go bankrupt. 

The finance ministry said 
it bought Won39.000bn 
tsasbn) worth of bad loans at 
a discount, while it provided 
Wonli^OObn to recapitalise 
banks and help them meet 
the capital adequacy ratio of 
S per cent set by the Bank 
for International Settle- 
ments. 

Lee Kyu-sung. the finance 
minister, said helping the 
banks to meet a higher capi- 
tal adequacy ratio of 10 per 
cent would relieve a credit 
crunch that has caused more 
than 6.000 small companies 
to fell this year. 

The banks have been 
reluctant to make new small 
business loans as they strug- 
gled to meet the BIS ratio. 
“The resulting credit crunch 
and corporate bankruptcies 
fed into a cycle of increased 
loan losses, thereby worsen- 
ing the already tenuous 
credit situation,'' he said. 

The government focused 
financial aid on banks that 
have been involved in merg- 
ers to reduce capacity in the 
overcrowded sector, with the 
number of banks expected to 
be cut in half to 15 by the 
end of 1998. 

But while reducing lend- 
ing to small businesses. 
Hanks have continued to toll 
over loans to debt-heavy 
conglomerates, or chaebol, 
on fears that allowing 
them to go bankrupt would 
result in new large loan 
losses. 

“Frankly, Korean banks 
feel lending to the chaebol is 
safer than to small busi- 
nesses because the banks 


have difficulties In assess in g 
credit risk.” said Kim Jun-fi, 
senior counsellor at the 
finance ministry. 

Analysts say such prac- 
tices are increasing the expo- 
sure of the banks to bad 
debts and will force the gov- 
ernment to spend double its 
estimate of Won64,0QQbn to 
buy bad loans and recapital- 
ise the banks. 

ING Barings, the invest- 
ment bank, recently warned 
that the chaebol would have 
growing problems in refinan- 
cing their debts over the 
next year because of weaker 
cash flows as global and 
domestic demand drops. 

Mr Kim said the banks 
will take a tougher stance on 
lending to the chaebol 
because of strict conditions 
attached to the state bail-out 
funds and tighter govern- 
ment supervision. “The gov- 
ernment is well aware of the 
moral hazard problem." 

He suggested the banks 
might swap debt lor equity 
in the chaebol as part of a 
corporate .restructuring pro- 
gramme, which the govern- 
ment is promoting along 
with the reform of the finan- 
cial sector. 

• Customers rushed to with- 
draw money from banks in 
response to a planned strike 
by bank workers today In 
tbe run-up to one of the big- 
gest holiday periods in 
Korea. 

Workers at nine banks 
were set to go on strike 
at midnight to protest 
against planned redundan- 
cies among recently merged 
banks. Bank officials have 
estimated that up to 
half of the jobs at the 
nine banks may be elimi- 
nated as a result of the 
mergers. 

Some bank branches 
reported that cash reserves 
were exhausted as custom- 
ers withdrew funds in 
preparation for the four-day 
Chusok (thanksgiving) festi- 
val, which begins on Satur- 
day. 


Kiichi Miyazawa. Japan's 
finance minister, had gone 
on record as saying he pre- 
ferred a soft landing for tbe 
troubled banking system. 
But the resounding thud on 
Sunday as Japan Leasing 
belly-flopped raised suspi- 
cions it might have landed 
somewhat heavily. Indeed, 
the affiliate of Long Term 
Credit Bank of Japan 
revealed it was seeking pro- 
tection from creditors in 
what is likely to be tbe coun- 
try's biggest ever bank- 
ruptcy. 

Tbe scale of Japan Leas- 
ing’s failure - it has 
Y2,180bn ($16.1bn) of debts - 
is all tbe more staggering 
given that, only a couple of 
months ago, few in the Japa- 
nese financial community 
even knew of the company’s 


existence. But its collapse is 
unlikely to be tbe last, nor 
the biggest. 

During the so-called “bub- 
ble economy" in the 1980s 
Japan Leasing diversified 
from traditional leasing into 
commercial lending, provid- 
ing loans that were normally 
backed by property-related 
collateral. like many other 
lenders exposed to the col- 
lapsed property market, 
Japan Leasing was left 
weighed down .by huge . bad 
debts. 

The reason it failed earlier 
than any of the other institu- 
tions in a similar plight was 
the liquidity crisis at LTCB, 
its parent, and opposition 
parties blocking plans by the 
ruling Libera] Democratic 
party to bail it out with 
Y520bn of public money. So 
the LDP was unable to save 
either the leasing company 
or LTCB itself, which is to 


be nationalised. LTCB’s non- 
performing loans will be put 
in a separate organisation 
for disposal while the good 
loans will be sold. 

The failure of Japan Leas- 
ing - and the eventual 
demise of LTCB - will 
directly and adversely effect 
the LDP's political and 
financial supporters. Agri- 
cultural co-operatives - 
Important institutions in tbe 
LDP’s electoral heartland - 
had lent Y120.6bn to Japan 
Leasing. And when the affili- 
ate's non-performing loans 
are called in by the receiver, 
many construction groups 
which are big financial con- 
tributors to the LDP will be 
under pressure to pay up. 

Huge issues remain. A 
committee is to be set up to 
decide which banks are ad- 
vent and which do not 
deserve recapitalisation. But 
it is unclear who will staff 


tbe committee and what cri- 
teria they will use. 

The immediate repercus- 
sion of Japan Leasing’s col- 
lapse is that a host of finan- 
cial Institutions will have to 
announce significant write- 
offs in coming days. Already 
Mitsubishi -Trust admit- 
ted that it lent Y145bn to the 
leasing group. Sumitomo 
Trust says it may not 
recover all of its Yl35bn 
loans, while Norinchukin, 
the umbrella organisation 
for the agricultural coopera- 
tives, had extended Yl20bn. 
LTCB itself has about 
Y255bn of loans outstanding 
to its affiliate. 

Those least able to afford 
the losses are the agricul- 
tural co-operatives. “The feet 
that Japan Leasing’s debts 
would not be forgiven after 
all is likely to have caught 
the co-operatives by sur- 
prise.” says Yushiro Ikuyo, 


of Commerz Securities in 
Tokyo. 

Almost certain to follow 
Japan Leasing are Japan 
Landic.and Nippon Enter- 
prise Development LTCB's 
other leasing companies. A 
number of Japan's top 18 
banks are also vulnerable. 

The biggest danger, says 
James McGinnis, banking 
analyst at, ING Barings, .is 
that the banks’ senior execu- 
tives, who face losing their 
livelihoods and even pen- 
sions, could become even 
more brutal in scaling back 
their loan books; “That 
would exacerbate an already 
debilitating credit crunch 
and have a devastating 
effect on the economy.” 

- However, some believe 
that the most vulnerable 
may be smaller institutions. 
“Don't focus on the big 18." 
says Brian Waterhouse, 
banking analyst at HSBC. 


“There are a host of regional 
banks, credit co-operatives, 
credit associations, and agri- 
cultural co-operatives that 
are in desperate shape. Some 
have no capital, others' 
stated non-performing loans 
are at an intolerable level 
given their assets, and there 
are more whose unreserved 
bad loans are so great, and 
: their profit^ so poor, that 
they will never trade out of 
trouble. There’s a real risk 
that if one goes down, there 
could be a run on the oth- 
ers." 

Many believe Japan's 
banking system Is beyond 
reform. “A major crisis is 
required for the government 
to realise the gravity of the 
situation," says Mr Water- 
house. “LTCB was not a 
major crisis. But there’s 
little doubt there’s one com- 
ing. We’re looking at a time- 
bomb." 


Beazley employs ‘tax on food’ 
weapon to belabour Howard 


Gwen Robinson 

reports the Labor 
leader acknowledges 
his party cannot be 
certain of victory 

T he campaign for Austra- 
lia's general election on 
Saturday took a vaude- 
villian turn yesterday as 
Kim Beazley, leader of the 
opposition Labor party, 
kissed a gigantic wet lisb in 
Sydney's inner-city fish mar- 
kets. 

“Peter Costello! Time for 
you to go to bed." he said, 
referring to the treasurer, 
the government’s top eco- 
nomic minister, as be shoved 
the fish into a packing box. 

Labor used the backdrop 
of the country's largest fish 
markets to attack the goods 
and services tax (GST) pro- 
posed by John Howard, the 
prime minister. Signs embla- 
zoned “Plus 10% GST!" were 
tucked neatly under the 
store's seafood displays as 
Mr Beazley played on the 
concerns of ordinary Aus- 
tralians. 


“What I'm dealing with 
here is tbe fish that John 
Howard will tax. . . We're 
bringing this campaign bads, 
to the basics - the GST is an 
unfair tax on food," he said. 

Mr Howard's conservative 
Liberal-National coalition 
centred its five-week election 
campaign on tax reform and 
economic management, 
promising personal Income 
tax cuts worth A$l3bn 
(USS7.65btt) to sweeten the 
proposed 10 per cent GST. 

But in a country that has 
□ever experienced a con- 
sumption tax, voters have 
signalled confusion and fear 
over Mr Howard’s proposals. 
Opinion polls have mostly 
given Labor a small lead 
over tbe coalition. The latest 
poll, published today, 
reversed their positions, giv- 
ing the coalition a narrow 
lead over Labor. 

Even Mr Beazley has 
acknowledged that Labor's 
recent surge of support has 
been largely confined to its 
own “safe-seat" electorates. 
To win. the opposition needs 
a national swing of at least 
3.7 per cent, or at least V 


extra seats In parliament’s 
148-seat lower house. “The 
mathematics are against us," 
he said yesterday. 

But nearly all polls have 
shown growing opposition to 
the GST plan and concerns 
that future governments 
could Increase the tax. Ana- 
lysts say there could be a 
repeat of the 1993 elections, 
when tbe Liberal-National 
coalition unsuccessfully 
campaigned on a GST pro- 
posal. 

Mr Beazley has been 
handed a powerful weapon. 
“Many countries choose to 
exempt. food from their con- 
sumption taxes.” he said. 
“John Howard has chosen to 
include it. Yet, no area 
impacts more on those who 
are less well off than the 
Impost on food. It’s a tax as 
well, therefore, on health, 
because there Is no ' question 
that fresh food Is better for 
you." 

Mr Howard, however, 
accused Mi* Beazley of run- 
ning a “scare campaign". He 
said voters should consider 
the wholesale taxes which 
would be abolished under 



Kim Beazley recruits 16-month-okl James McLaren on the election trad in Sydney yesterday 


who this week began to 
demand compensation for 
the suspension of power sup- 
Pbes in the crisis, Mr Beaz- 
ley said tens of tho usand ^ 
workers who had been stood 
down temporarily as a result 
should be entitled to special 
government assistance. 

Victoria's Liberal state 
government was last night 
forced to concede the crisis 
ought continue for “weeks" 
until damaged pipelines 
could be repaired. 


GST. “The cost of everything 
is not going up by 10 per 
cent. . . Indeed, the average 
cost is only going to rise by 
about 1.9 per cent.” The 
truth, as one commentator 
said yesterday. Is “some- 
where in-between". - 
Political analysts said the 
• election' remained “too dose 
to call” and would probably 
be determined by secondary 
"preference" votes, which 
eliminate least-preferred par- 
ties on voters' ballot sheets 



- a factor which has main- 
tained the influence of One 
Nation, the populist party 
led by Pauline Hanson, the 
independent MP. 

Mr Beazley £lso raised the 
worsening crisis in the 
southern state of Victoria, 
where a gas plant explosion 
which killed two and injured 
eight last Friday has crip- 
pled gas supplies and forced 
industries .and business to 
shut down. In a powerful 
appeal to angry Victorians 
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MIDDLE EAST PEACE PROCESS US PRESIDENT EXPECTS PROGRESS BY MID-OCTOBER - 


Clinton says 
the gap is 
narrowing 


Split 

iWimv; 

Mil i 


By Stephen Refer in 
Washington and Jody Dempsey 
In Jerusalem 


President Bill Clinton said 
yesterday there had been “a 
significant narrowing of the 
gap” in talks aimed at Mid- 
dle East peace. 

He was speaking at the 
White House after meeting 
Benjamin Netanyahu, the 
Israeli prime minister, and 
Yassir Arafat, president of 
the Palestinian Authority. 

Flanked by the two men, 
Mr Clinton told reporters: “I 
believe there has been prog- 
ress in all major areas." But 
he declined to enlarge on 
this. He said an agreement 
was possible by mid-October 
that could lead to so-called 
final status talks, which 
include the status of Jerusa- 
lem, division of water 
resources, the return of Pal- 
estinian ref ugees and defini- 
tion of borders. 

However, there was sub- 
stantial work to be done, and 


towards this end he would 
send out Madeleine Albright, 
secretary of state, and Den- 
nis Ross, the special US 
envoy to the Middle East, -to 
the region in early October. 
Mr Netanyahu and Mr Ara- 
fat would then return to 
Washington later that 
month. 

It was the first time the 
three had met in more than 
a year. Israeli diplomats said 
the basis for agreement 
would be the withdrawal by 
Israeli forces from a further 
18 per cent of the West Bank 
- 3 percentage points of 
which would be declared a 
nature reserve and remain 
under Israeli security con- 
trol. 

In return for the further 
pullback, the Palestinians 
were to pledge greater 
efforts to combat terrorism. 
The Palestinian Authority is 
in full or partial control of 29 
per cent of the West Bank 
already. 

Yesterday's meetings were 



Benyamm Netanyahu, left, with Madeleine Albright and Ysss* Arafat in New York yesterday. The 
secretary of state is to visit the region before the two leaders return to Ihe US later neat month 


to be followed by a speech in 
New York to the United 
Nations by Mr Arafat, who 
returns today to Washington 
for bilateral talks with Mr 
Clinton. 

Both Mr Arafat and Mr 
Netanyahu met Mrs Albright 
at the weekend. Mrs 
Albright then talked to Arab 
leaders. 

Mr Arafat's veiled threat 
to declare unilaterally a Pal- 


estinian state next May - 
when the five-year deadline 
for the current Oslo peace 
process expires - has been 
one factor encouraging the 
US to intensify efforts to 
secure agreements between 
the two sides. 

With Mr Clinton facing 
domestic political problems, 
his administra tion could ose 
another foreign policy "suc- 
cess" to match that in 


Ireland. Last May, fearing 
the domestic political reac- 
tion In the US. Mr Clinton 
undermined an ultimatum 
delivered by Mrs Albright to 
the Israeli government. 
According to diplomats, this 
insisted on a withdrawal 
from 13 per cent of the West 
Bank territory taken in the 
1967 Six-Day War. 

Haemal comment, Page 19 - 


UN SANCTIONS BAGHDAD REFUSES TO RESUME CO-OPERATION WITH UNSCOM 


Iraq rules out more arms inspections 


Another 


COMMONWEALTH FINANCE MEETING 



biitckles 


By Mark Timier in Nairobi 



A ftrtirth' Kmyaii bank was 
threatened with' closure yes- 
terday-, and analysts- pre- 
dicted up to' three more 
could foBow. . 

The central -bank was- In 
talks with the Prudential 
Bank after failing to meet 
clearing obligations, last Fri- 
day, the .same problem that 
caused it. to place Asian-, 
owned Bullion Rank, Trust 
Bank' and "Reliance Bank 
under statutory manage- 
ment this month 

Trust Bank, by far the 
largest of the troubled banks 
with branches in Tanzania 
and Uganda and deposits of 
more than Ksh9bn (3l5(fcn), 
suffered a rtm this month 
following press reports of 
financial mismanagement. 


By lama Sifter at the 
United Nations in New York 
and Roula Khataf in London 


Iraq yesterday made dear it 
h«d no immediate intention 
of resuming foil co-operation 
with United Nations weap- 
ons inspectors. 

Tarlq Aziz, Iraqi deputy 
prime minister, yesterday 
met Kofi Annan. UN sec- 
retary-general, to discuss 
proposals for a comprehen- 
sive review of UN policy 
toward Iraq. He said he 
would co-operate with the 
UN but dashed any hopes of 
resuming the inspections - 
dismis sing them as "provo- 
cations”. 

Iraq is trying to sideline 


the UN mission to dismantlp 
Iraq's arsenal of proscribed 
weapons (Unscom) which it 
insists is dominated by 
Washington. 

Mr Aziz said: “We are co- 
operating with the secretary- 
general. we are also working 
with the Security Council. I 
am here. Minister Rahaf is 
here. . . so this is co-opera- 
tion." 

Mr Annan, according to 
UN officials, was discour- 
aged after the meeting. Iraq 
suspended co-operation with 
Unscom last month. 

In an effort to break the 
deadlock over weapons 
inspections. Mr Annan and 
Security Council ambassa- 
dors have been considering a 


comprehensive review of UN 
policy towards Iraq. 

Mr Annan and the Secu- 
rity Council have said a com- 
prehensive review would not 
take place until Iraq 
returned to foil compliance. 
But Mr Aziz yesterday 
insisted the "idea of a com- 
prehensive review is not a 
reward to be given to Iraq 
and then Iraq has to make 
concessions before such a 
review takes place. 

“When the review is con- 
ducted in an honest and pro- 
fessional manner, we hope 
that it will lead to the lilting 
of sanctions,” he said. , 

"The review is a legal and 
moral obligation by the 
Security Council itself." said 


Mr Aziz, who described his 
hour-long meeting as “pro- 
fessional, cordial and con- 
structive’’. 

The UN imposed an oil 
embargo after Baghdad 
invaded Kuwait in August 
1990. It can be lifted only 
when the UN certifies that 
Iraq has satisfied UN weap- 
ons inspectors. 

Mr Aziz said: "Iraq has 
complied with UN resolu- 
tions for seven-and-a-half 
years.” while the Security 
Council bad not taken any 
step to reduce or lift sanc- 
tions according to the letter 
of its own resolutions. 

For Baghdad, the aim of a 
comprehensive review would 
be to prove that some files - 


on nuclear aims and ballis- 
tic missiles - should be 
closed, and that Unscom's 
work on these fields should 
shift to monitoring rather 
than inspection. 

The US and UK have 
strongly resisted any 
attempt to -dose disarma- 
ment files, worried this 
wonld set a dangerous prece- 
dent and lead to pressure to 
close the more difficult 
remaining files on chemical 
and biological weapons. 

Indeed, although the Inter- 
national Atomic Energy 
Agency reported this sum- 
mer that continuing inspec- 
tions are providing diminish- 
ing returns, the US insisted 
the file should remain open. 


But Micah Cbeserem. cen- 
tral bank governor, and ana- 
lysts were confident the cri- 
sis would not spread -to 
Kenya's stronger institu- 
tions. “This is . basically a 
weeding out of people not 
running- their affairs prop- 
erly,” said one senior Ken- 
yan banking -analyst.. “In 
fact, a flight to quality has 
helped the larger banks." 

The top 10 of Kenya's S3 
banks have 80 per cent of the 
market and assets of about 
Ksh400bn. 

By contrast, many of the 
country’s 3035 small hanks 
have a low capital base and 
narrow investment strategy, 
and could face substantial 
difficulties in coming 
months. 

Estimates suggest that 15 
banks may ' not be able to 
comply with a new mini- 
mum capita] requirement of 
Ksh200m starting next year. 

The shake-out has given 
fresh impetus to central 
h ank efforts at encouraging 
mergers and increasing capi 
talisation among Kenya's 
smaller banks, which also 
suffer from a lack of quali 
fjpd management. 

A number of banks are 
suspected of being little 
more than fronts for power- 
ful businessmen or conduits 
for fraudulent deals. 





regions can 
in crises 


ByRoborf Chofe, E cunu n d r * 


course" corrections swiftly 
and effectively". They also 
-need- to guard against 
rounds bf competitive deval- 
uation r arid “beggar-tb v- 
neighhdur" policies- that 
leave everyone worse'nff. 
.".'The' groups .need the 
capacity to intervene in 


Formal" -^mechanisms, for 
regfonal/eo-oparation have ; 
an important role in prevent- 
ing and; managing financial-, 
crises, bearding to a report ' 

before Commonwealth 

finance ministers,’ who begin . financial markets to restore 
their annual meeting in Ott- -confidence and prevent cur* 


awa today. ■’ 

The^ report argues that 
regional “ arrangements 
should - play a “mezzanine' 


rend ps g oing into freefall, as 

weB as the ability to provide 

post-stabilisation liquidity 
and long -term finance in par- 


role between national - aHel with the World Bank 
authorities and global insti-- and regional development 


tutipns, such as the Interna- 
tional Monetary Fund- It rec- 
ommends that Japan’s 
proposal for a $100bn Asian 
monetary facility - which 
wasabandoned under pres- 
sure, from- the IMF and US 
Treasury - should be resur- 
rected and explored for other 
regions:. " • 

"The absence of suitably 
designed: regional arrange- 
ments (except 'in Europe ) in 
the present array of institu- 
tions, facilities and instru- 
ments which exist to combat 
such, crises, reflects a serious 
gap in the International 
financial system.” the report 
argues. 

Commiss ioned by tbe min- 
isters at their last annual 


•h anks. These regional devel- 
opment hanks provide insti- 
tutional structures to which 
the new arrangements could 
be attached 

: To head off crises such as 
that in Asia, the report rec- 
ommends that regional net- 
works and lines of credit be 
established “as a form of 
constructive contingent 
arrangement"- Japan's pro- 
posal for an Asian monetary 
facility should be revived in 
foe ahswtre of an effective 
international lender of last 
resort. 

In the longer term regional 
currency blocs could be cre- 
ated, helping countries with- 
stand speculative pressures. 
"The existence of regional 


meeting in Mauritius,, the ’ currency zones would pro- 


report was- drawn up by a 
group of academics, central . 
bankers, and diplomats, 
chaired by Chris Liebenberg, 
former finance minister of 
South. Africa. 

The arrangements should 
he tailored to. the needs of 
each region and will be-most 
effective when the partici- 
pating countries have a Hear 
regional identity, the group 
argues: Officials accept that 
this will leave some impor- 
tant emerging market econo- 
mies as "orphans" reliant on 
foe global institutions. 

Regional groups should 
scrutinise the policies of 
their members to provide an 
early " warning of impending 
difficulty. They need "the 
institutional ability to exert 
peer pressure in inducing 
essential policy changes and 


vide more formal arrange- 
ments for countries to pool 
foreign exchange reserves as 
well as integrate banking 
and capital markets, and 
perhaps enter into monetary 
unions," the report suggests. 
The Eastern Caribbean cur- 
rency union and Europe's 
putative sin gle currency pro- 
vide precedents for this 
approach. 

Aside from its proposals 
for regional co-operation, the 
report recommends greater 
transparency in currency 
trading and hedge fund 
activity. It suggests thai gov- 
ernments could require large 
international banks to buy 
call options on the existing 
value of tbe dollar against 
foe local currency as a con- 
dition for granting banking 
or securities licences. 


-■-v 


£ 


WORLD TRADE 


II 

l 


1 


RECORDING TECHN 0L0 GY CULT FORMAT FINDS_ MAINSTREAM FAVOUR 

Matsushita may step 
up MiniDisc output 


By Alice Rawsthorn la London 


Matsushita, the world’s 
largest consumer electronics 
company, is considering 
Increasing production of 
MiniDisc systems, foe minia- 
turised compact discs with a 
recording facility, by open- 
ing a manufacturing plant In 
Europe. 

MiniDisc got off to a slow 
start after its commercial 
launch in the early 1990s, 
but sales have increased 
sharply over foe past year as 
hardware prices have fallen 
and more pre-recorded soft- 
ware has become available. 

Matsushita's decision to 
step up production affirms 
that MiniDisc is now 
regarded as a successful 
product with mainstream 
appeal within foe consumer 
electronics industry. It also 
marks the end of a long-run- 
ning battle between Matsus- 
hita and Son)', its arch-rival 
and the inventor of Mini- 
Disc. 

Sony launched MiniDisc in 
direct competition against 
digital compact cassette 
(DCC1, a miniaturised cas- 
sette tape developed jointly 
by Matsushita and Philips, 
the Dutch consumer elec- 
tronics concern. 

The competition between 

two new products, both ful- 


filling similar functions, con- 
fused consumers and is gen- 
erally regarded as having 
contributed to the disap- 
pointing early sales of both 
DCC and MiniDisc. 

DCC never caught on, and 
Matsushita quietly stopped 
manufacturing it last year. 
MiniDisc sales were also 
slow to take off. but it was 
adopted as a cult product, 
mostly by musicians and 
record executives, who used 
it professionally as a record- 
ing format. 

Sony invested heavily in 
promoting MiniDisc, but it 
was only when hardware 
prices fell last year that it 
became accepted by main- 
stream consumers. Sales 
were also buoyed when more 
pre-recorded software 
became available. 

Initially. Sony's music sub- 
sidiary was the only multi- 
national record company to 
release albums on MiniDisc. 
but EMI's recoTd labels 
started to do so earlier this 
year, and more recently Vir- 
gin Records (also part of the 
EMI Group) has followed 
suit. 

Sony estimates that world- 
wide MiniDisc hardware 
sales rose from 2.4m in 1996, 
to 5m in 1997 and should 
reach 9.3m by the end of 
1998. Some 5.5m MiniDisc 


players are expected to be 
sold in Japan this year, with 
sales reaching 2.5m in 
Europe and lm in North 
America. 

Matsushita says it is con- 
vinced that MiniDisc has the 
potential to sustain signifi- 
cant sales over the long 
term. At present, it manufac- 
tures MiniDisc players in 
Asia, and exports them from 
there. 

However, the company 
now believes that demand 
for MiniDisc in Europe is 
strong enough to justify 
localised production. Matsus- 
hita has yet to finalise its 
plans, or to select a site, but 
it has tentatively scheduled 
the start of European pro- 
duction for next year. 

Matsushita has brought 
the MiniDisc fDCC conflict to 
a dose at a time when it is 
preparing to battle against 
Sony In another new product 
sector. 

Next spring. Matsushita 
plans to launch DVD Audio, 
the musical version of digi- 
tal video discs, as part of a 
consortium which Includes 
Toshiba. Sony and Philips 
have jointly developed a 
rival format, called Super 
Audio CD. which is expected 
to go on sale at foe same 
time. 


Zhu’s business spring gives way to worrying autumn 

renminbi devaluation. The ^who have found similar legal 
Despite official denials, new price curbs and a clarnp on the government says' it has no entrees into the China mar- 

telecoms services market have dented the foreign community’s p Tsafe S^ idichi- are many legal 

optimism over much vaunted reforms, Writes James Kynge nese banks were free to pro- lacunae in China- The gov- 

vide renminbi working capi- erhment knows that and has 

W hen Zhu Rongji, Chi- “There is increasing world “These price controls are tal to foreign companies in been willing to tolerate cre- 
na’s premier, took competition for scarce supposed to be temporary. China. But several foreign ativfty at least, that is, until 

office in March this investment dollars. Nowhere They will be lifted when companies said local banks now.” said a foreign busi- 

year. the foreign business is this competition going to deflation recedes,” the econ- were denying them even ness consultant in Beijing, 

community was infused with be more fierce than with omist added. working capital. Government officials 

optimism. China's neighbours." ' The controls on foreign " . Another official ruling maintain that the decision 

Mr Zhu promised rapid "Chinese officials and currency have been states that approval should against foreign telecoms 

economic reforms, seemed to think-tank economists said prompted by concerns over be gained for each repatria- investors is an attempt to 

believe genuinely in free the latest spate of regula- capital fl ight and exposure tion - of earnings above “rationalise" tbe market in 

markets, and had won the tions did not signify a repu- to foreign debt.. Despite a $10,000. Foreign diplomats preparation for its eventual 

adulation of foreign inves- diation of tbe “open door” trade surplus of $313bn in said the ruling, which . it entry into the World Trade 

tors during a previous policy nor a slackening in the first eight months of the seems, is being only sporadi- Organisation. Foreign diplo- 

assignment as mayor of the desire to attract foreign year, China’s foreign cur- caHy enforced, has incensed mats and telecoms execu- 

Shanghai. But tbe initial investment. Foreign direct reucy reserves have some foreign companies. fives believe it was moti- 

business optimism of the Investment totalled $29.3bn remained static at about “New rules are coming out vated by concerns over 

spring is waning. in tbe first seven months of bf the blue. When you ask competition for China Tele- 

In the past fortnight, the year, down slightly from _ ... SAFE for clarification, they com, the state-owned com- 

China has. among other the same period a year ago. Trie aUulOfltieS sometimes deny that the pany which dominates tbe 

things, ordered several new The measures can be . rules exist," said a senior industry, 

price controls, decided to explained by the need to might be Asian diplomat in Beijing. "Unfair" competitfbn in 

close down the means combat various domestic Transparency has also the sluggish retail industry 

through which Foreign com- problems and stimulate eco- Underestimating been lacking in tbe handling was given as one of the rea- 

panies can invest in the local nomic growth. The price of a move to dose tbe only sons for a recent decision to 

telecoms services market, controls, ordered on various the frustration avenue through which for- “reorganise" 277 Sino-Foreign 

and signalled an intent to machines, textiles, construe- eign companies can invest in retail joint ventures. Many 

reorganise many foreign tion materials and petro- foe promising telecoms ser- of these have gained a busi- 

retail joint ventures. chemicals, were necessary to $l40bn, a situation caused vices market. Foreign tele- ness licence from local 

Several recent rules aimed prevent dumping bn the partly by a sharp rise In Chi- corns companies have been authorities only, rather than 

at restricting outflows of for- domestic market and to end nese changing their ren- informed privately that the from the central govem- 

eign currency have dented price wars which were rav- minbi into US dollars as con- complex but officially sane- ment. said He Ju, a deputy 

the confidence of foreign aging the profits of many cern over a possible tioned model through which director-general at foe State 

investors, at least partly state-owned corporations, devaluation grows. they have invested a total Development and Pl annin g 

because they were imple- government economists said. Eager to stop hard cur: SL4bn is no longer valid. ' Commission, 

merited without being pub- “The government has rency leaving China, the But no public announce- The 277 foreign-invested 

lidy announced. recognised deflation as the State Administration of For- ment has been made on the companies wfil be allowed to 

“I believe Chinese authors country’s biggest economic eign Exchange (SAFE) ruled issue. The question of if, and continue business only If 

ties may be underestimating problem," said one econo-, that companies should no how, foreigners may be com- their promised investment 

the level of frustration in the mist. Retail prices foil 33 per longer be lent renminbi to pensated remains a matter has materialised, and they 

business community," said cent in August, compared pre-pay foreign currency . for fierce internal debate. have “sound management” 

David Aaron, US under-sec- with the same month a year loans, a "move that prevents A ban on. such telecoms and do not engage In the 

retary of commerce, who vis- ago, deepening an li-month many foreign companies investments may not augur wholesale business, the 

ited Beijing last week. deflationary trend. hedging against any future well for tbe many foreigners China Daily newspaper said. 











ILO criticises export zone standards 


By Robert Ta ylor, 

Employment E dito r 

The world is acquiring more 
and more export processing 
zones in response to globali- 
sation and the decentralisa- 
tion of industrial production. 
This rapid growth, however, 
has severe consequences for 
the 27m people (90 per cent 
of them women) who work 
in the zones, according to a 
report published yesterday 
by the International Labour 
Organisation. 

The ILO defines foe zones 
as industrial areas with spe- 
cial incentives to attract for- 
eign investors in which 


imported materials undergo 
processing before being 
exported. 

The report estimates there 
are 845 such zones across the 
world. Of these 320 are in 
North America - the 213 
maquiladora assembly 
plants in the US and 107 in 
Mexico mostly clustered 
around border towns such as 
Tijuana and Ciudad Juarez. 
These zones export $5bn a 
year, more than 30 per cent 
of Mexico’s total exports. 

A further 225 zones can be 
found in Asia, Including 124 
in China, 35 in the Philip- 
pines and 26 in Indonesia. 
But the number are also 


growing in Bangladesh, 
Pakistan and Sri Lanka, 

The report says the zones 
are increasing in regions 
such as the Caribbean (51) 
with 35 of them in Dominica; 
Central America (41) notably 
in Costa Rica. El Salvador 
and Honduras; and the Mid- 
dle East (39). 

It says the zones are one of 
the main components of the 
foreign investment-led 
export-oriented industrialisa- 
tion strategy and a vehicle 
for globalisation. When 
global production networks 
or ebains are constructed, 
the zones provide the links. 

The ILO analysis says that 


while the zones are highly 
labour intensive with a con- 
centration on garments, foot- 
wear and electrical compo- 
nents and goods production, 
providing jobs, especially for 
women, in developing coun- 
tries, "too many of them con- 
tinue to be hampered by a 
reputation for low wages, 
poor working conditions and 
underdeveloped labour rela- 
tions systems." The zones 
lead to little transfer of skills 
or technology to areas adja- 
cent to them, it adds. 

“The frequent absence of 
minimal labour standards 
aud poor labour-manage- 
ment relations have predict- 


able outcomes," says the 
report. These include high 
labour turnover, absentee- 
ism, stress and fatigue, tow 
rates of productivity, exces- 
sive wastage of. materials 
and labour unrest 
It concludes that only 
zones which have "high- 
quality human resources 
and stable labour relations 
will be able to meet tiie high 
standards for speed, cost and 
quality in the global econ- 
omy." 

Labour and Social Issues 
relating to Export Processing 
Zones, ILO. 4 Route des Mor- 
Mans. Geneva 22, Switzer- 
land. £10 ($16.80) 
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THE RIGHT CUT 
CREATES VALUE. 




VEBA is a German multi-business company active in electricity, chemicals, 
oil, distribution/logistics, real-estate management and telecommunications. 
In 1997, we achieved $46 billion in sales. 

Enhancing shareholder value over the long term is our sole objective. 
At VEBA we’re continuing to improve our portfolio, giving it just the 
right cut 

This is why the VEBA Group has been realigning all its business fields this 
past year— a process which will be nearly complete in the first half of 1999. 


We will intensify our efforts to focus on businesses that offer prospects 
for sustainable growth. At the end of this phase, the VEBA Group will be 
more profitable than before. 

If such an outlook appeals to you, visit www.veba.com or call 1-800-8322- 
0000. Or you can fax us at ++49 -211-4579-532. 
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GLOBAL MARKET TURMOIL DAMAGE TO LATIN AMERICA'S LARGEST ECONOMY WOULD BRING CRISIS RIGHT TO US FRONT DOOR 


Washington on red alert over Brazil 


By Geoff Dyer In S3o Paulo 

Not since the debt crisis of 
the 1980s have the great and 
the good of Washington 
spent so much time thinking 
about Brazil With the turbu- 
lence in global financial mar- 
kets lapping ever closer to 
the US, Latin America’s larg- 
est economy has become for 
many policymakers the last 
ditch. 

Robert Rubin, the US Trea- 
sury secretary, admitted last 
week that Brazil had been 
the subject of intense discus- 
sion in his department. The 
international lending institu- 
tions, led by the IMF, are 
trying to put together a fin- 
ancing package to prevent 
contagion spreading to Bra- 
zil. Fears that Brazil might 
be forced into a potentially 
disastrous devaluation have 
prompted a fall in the coun- 
try’s reserves of more than 
$2Cibn In the last two 
months. 

Brazil will also be one of 
the more prominent back- 
drops at the US Federal 
Reserve today when mem- 
bers of the Federal Open 
Markets Committee decide 
whether a reduction in inter- 
est rates is needed to keep 
the crisis from seriously 
fla-m aging the US economy. 

On the face of it this might 
seem surprising. Several 
decades of protectionism 
have left the Brazilian econ- 
omy relatively self-con- 
tained. Despite an aggressive 
trade liberalisation at the 
beginning of the decade, 
imports in 1996 were equiva- 
lent to just 7 per cent of 
gross domestic product. Bra- 
zil accounts for only 3 per 
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Rubin: intense discussions on Brazilian economy 


cent of US exports. But 
given that Brazil is the ninth 
biggest economy in the 
world, a collapse would inev- 
itably have wide reverbera- 
tions. And the basic trade 
numbers disguise the very 
real links between the US 
and Brazil - both in finan- 
cial markets and in the cor- 
porate sector. 

“The damage from a Bra- 
zilian crisis would be much 
higher than just the share of 
trade." said Edmar Bacha. 
senior adviser at BBA Credi- 
tanstalt and one of the 
authors of Brazil's economic 
reform programme. 

One of the sectors of the 
US economy which would 
feel the sharpest impact of a 
Brazilian crisis would be the 
banking industry. 

At the end of March, 
according to the Federal 
Reserve. US bank exposure 
to Brazil was $27.2bn. more 
than to Canada, Italy or 
Switzerland. The figure for 
Russia, where European 
banks took tbe lead, was 
S6.Sbn. After South Korea. 


Brazil was the emerging 
market with tbe highest US 
bank exposure. 

It is for this reason the 
banking sector appears so 
willing to put together its 
own package of emergency 
financing alongside the cred- 
its Brazil is negotiating with 
the IMF and other interna- 
tional organisations to pre- 
vent contagion. "I’m sure 
that If they were to ask for 
help, the response would be 
very positive," said William 
Rhodes, vice-chairman of 
Citibank. 

Any institutional investor 
with an interest in emerging 
markets would also be 
harshly affected by a Brazil-, 
ian crisis. Brazil is the larg- 
est country in the Merrill 
Lynch emerging market debt 
index, accounting for 26 per 
cent of the index, compared 
with 5 per cent for Russia. 

A recent survey by Merrill 
Lynch of 26 of the largest 
emerging market debt funds 
found that 20 per cent of 
their assets were Brazilian. 
(Unlike Russia, this is 


largely foreign-issued debt: 
Brazilian domestic debt is 
almost exclusively held by 
Brazili an s.) 

On the equity side, the 
Brazilian influence has 
declined somewhat since 
Telebr&s, the telecoms 
group, was privatised and 
split into 12 units in July - 
the company had been one 
of the most traded shares on 
the New York stock 
exchange and the most liq- 
uid American Depositary 
Receipt (ADR). However, tbe 
new Telebrfis subsidiaries 
along with several other Bra- 
zilian companies are still 
among the most widely held 
emerging market stocks. 

US corporate profits would 
also be knocked If Brazil 
experienced a prolonged cri- 
sis. More than 2,000 US com- 
panies operate in Brazil. 
From the list of the 50 0 larg- 
est multinationals published 
in Fortune Magazine, 405 
have Brazilian subsidiaries. 

Octavio de Barros, a Bra- 
zilian economist who charts 
direct investment trendy 


using US Department of 
Commerce statistics, says 
Brazil has tbe highest stock 
of direct US investment of 
any developing economy. 
From 1992 to 1996 Brazil 
received the third largest 
amount of US investment, 
after the UK and Canada. 

Privatisation has been 
responsible for around a 
third of the investment flow, 
with companies such as 
Enron, the energy group, 
and BellSouth in telecoms, 
using the sell-ofts as an 
opportunity to expand in 
Brazil. More than half the 
new money, however, has 
come from companies with a 
long history in Brazil, but 
which have launched heavy 
investment programmes as a 
result of the economic stabil- 
ity of the last four years. 
Both Ford and General 
Motors, for instance, have 
plans to invest $2bn before 
the end of tbe decade. 

Although Mexico is Amer- 
ica's second largest trading 
partner, direct US invest- 
ment has been heavier in 


Brazil than in Mexico since 
the start of the decade. 
According to John Mein, 
executive president of the 
US Chamber of Commerce in 
Sdo Paulo: “The Mexican 
market can be served in a lot 
of cases out of tbe US. That 
is not always the case with 
Brazil-' 

Perhaps the most pressing 
concern far US policy- 
makers. however, is the 
impact a Brazilian crisis 
would have on the rest of 
Latin America, a continent 
which buys 18 per cent of US 
exports. Accounting for 45 
per cent of the region’s out- 
put a loss of confidence in 
Brazil would prompt a sharp 
downturn in countries from 
Argentina to Mexico. 

“Tbe linkages with Latin 
America are much deeper 
than they were with Russia," 
said Joyce Chang, emerging 
markets debt strategist at 
Merrill Lynch in New York. 

“If Brazil goes, there will 
be no way of shielding the 
US economy from the emerg- 
ing markets crisis.” 


Congressmen to seek evidence at Starr offices 


By Richard Wolffe 
hi Washington 



Congressmen will search the 
offices of Kenneth Starr this 
week in an attempt to inves- 
tigate claims that the inde- 
pendent counsel withheld 
evidence which could help 
President Bill Clinton. 

Democratic leaders last 
week alleged that Mr Starr 
had hidden evidence from 


Congress when he delivered 
18 boxes of documents along- 
side his report on the Mon- 
ica Lewinsky affair. 

The allegations surfaced 
after Democrats accused Mr 
Starr of minimising the 
importance of testimony 
from Ms Lewinsky. They say 
Mr Starr failed to quote tbe 
former White House intern 
denying she was asked to lie 
by Mr Clinton - a central 


issue in Impeachment 
charges that Mr Clinton 
obstructed justice. 

Henry Hyde, tbe Republi- 
can chairman of the House 
judiciary committee, said 
yesterday that a team of 
Republicans and Democrats 
would visit Mr Starr's offices 
this week to request further 
documents from the inquiry 
into Mr Clinton. 

Mr Starr has already indi- 


cated there may be up to 20 
boxes of additional evidence 
from his inquiry into the 
Lewinsky affair which he 
judged were irrelevant 

The search for new docu- 
ments is likely to take place 
at the same time as thou- 
sands of pages of further evi- 
dence from the Inquiry are 
published later this week. 

The judiciary committee 
yesterday sent the additional 


evidence to congressional 
printing offices after censor- 
ing references to sex. secret 
service agents and criminal 
investigations. 

Mr Hyde yesterday 
revealed that his committee 
would soon begin work on 
defining what constitutes an 
impeachable offence. 

Congressmen on the judi- 
ciary committee will take 
their first steps towards 


impeachment next week. 
The committee will hold a 
public debate on Monday 
about whether to request 
from the full House of Repre- 
sentatives power to conduct 
a full impeachment inquiry. 

Mr Hyde suggested he had 
already decided to vote in 
favour of such a request, in 
line with the expected posi- 
tion of the Republican 
majority on tbe committee. 


By Clay Harris in bonbon 

European investors are 
suing Smith Barney, the VS 
stockbroker, in an effort to 
recover more than $40m 
which was misappropriated 
after being accepted on its 
by a former executive 
who has been charged with 
conspiracy and fraud. 

Smith Barney, owned by 
the financial services giant 
Travelers Group, is one of 
the biggest retail stockbro- 
kers in the US. The case 
raises questions about what 
responsibility a securities 
bouse bears when a rogue 
employee acts In its name. 

The clients, based in Ger- 
many, Switzerland, Italy. 
France, the UK and several 
offshore centres, were told 
their money was to be 
Invested in mortgage-backed 
and other investment grade 
securities. 

After early investments 
totalling S2m had returned 
from l per cent to 6 per cent 
in a month, investors 
wanted to put in more, and 
I others begged to join them. 
The suit claims early profits 
had been recycled from the 
investments of later custom- 
ers. Most of tbe cash was 
siphoned into speculative 
investments, according to 
investigators. 

The Smith Barney execu- 
tive. Harold Deavours. was 
sacked in April 1996 and 
charged by federal authori- 
ties In Texas, along with five 
other people. Their trial is 
scheduled for February. 

Mr Deavours was also cen- 
sured, fined $165,000 and 
barred by the National Asso- 
ciation of Securities Dealers 
after the discovery that he 
’was paid 910,000 a month by 
a company run by his co-de- 
fendants while he was a 


Smith Barney executive. 

One of the rodeftridanH 
had introduced Investors to 
Smith Barney after 
approaching them in Swit- 
zerland with an oflfer of high- 
yield investments. 

One investor, G Outer 
Tschudin. a German citizen 
who lives in Switzerland, 

said: h we were very 
impressed with how open, 
how clear, how helpful and 
how professional they were.” 

Mr Tschudin and Thomas 
K rawer, whose German com- 
pany is lend plaintiff, said 
Smith Barney’s high reputa- 
tion was instrumental In 
persuading them to in vast. 

Salomon smith Barney, as 
the invest nuMit hank was 
renamed after Travelers* 
acquisition at Salomon last 
year, said: "These individu- 
als {the invi*tnrsl were not 
clients of the firm and none 
of their funds lost were 
Invested with the firm." It 
added: “Mr Deavours was 
operating completely inde- 
pendently. breaking with the 
firm’s strict policy on out- 
side employment and misuse 
of the firm’s nume." 

Smith Barney had previ- 
ously acknowledged that Mr 
Deavours issued “receipts of 
funds" In its name for the 
money sent by the investors, 
but said the firm never actu- 
ally received any. 

Mr Deavours gave inves- 
tors a letter which seated 
that he had the authority to 
issue such receipts on its 
behalf. The letter was signed 
by William Lee. Smith Bar- 
ney’s branch manager in 
Houston, and Robin Novak, 
QomplUin.ee officer. The US 
attorney said an FBI hand- 
writing examiner had con- 
cluded the letter was signed 
by Mr Lee. Mr Lee left Smith 
Barney in April. 



On the web today 


# Dispute over tax cuts stows US budget deal 


• Smith Barney in firing line: expanded coverage 


• Letter from Maui: new start for Fantasy island? 
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Over 200 airlines depend oola flW®iWorse 


FINANCIAL. TIMES TUESDAY SEPTEM BER 29 1 998 




Actually, this story begins with the first flying 
people. Mobil lubricants were used in the first 
aeroplane ever, and today our jet oils are in nearly half of 
the world’s commercial airliners. Pilots are fanatical about 
reliability (they can’t exactly pull over to the side of the 
read), so we’re proud to have earned their trust But then, 
we’ve worked for it. Mobil scientists are the pioneers 
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of synthetic lubrication, which is especially valued in 
the sky. Jetliners reach 35,000 feet in minutes, while 
temperatures plunge to 40 below zero, a serious test for 
an oil. As a passenger, you don’t think about that, but it’s 
the kind of extreme that Mobil research thrives on. 
Needless to say, it has lifted us to altitudes our marketing 
department likes too. Leam more at www.mobil.com. 




The energy 
to make a difference-, 
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They say New York is the city 



- But thanks to us. Wall Street can. 


While people may not agree on the best way to handle their money, they do agree on the best way to move it. 


On networks made possible by Nortel Networks’” Because most of the world’s financial transactions - from individual 


stock trades to global currency transfers - travel over networks that rely on Nortel Networks. A company with an 


.impressive record of helping people stay connected - whether they're on Main Street or Wall Street. So, if you want to bring 


together data, telephony and wireless into a unified network that will help you succeed in the networked economy of 


tomorrow, let us share our ideas with you today. For more information please visit us at www.nortelnetworks.com. 
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TRADE LATEST FIGURES SHOW DECLINE IN SALES TO RUSSIA AND LATIN AMERICA 


Wider slowdown revealed for exports 


By ffichanl Mans, 

Economics Staff 

The fallout from the 
economic turmoil In Latin 
America and Russia has 
dealt a fresh blow to the 
UK’s struggling manufactur- 
ing: exporters, according to 
trade figures published yes- 
terday. 

Exporters of manufactured 
goods have suffered through 
the strength of sterling and 
weaker markets in east Asia 
for the past year. 

The latest figures from the 
Office for National Statistics 


Hopes 
fade for 
N Ireland 
weapons 
progress 

By Jimmy Butts m Belfast 


Hopes of a breakthrough 
over arms ri »r»nmTmsffl n wfag 
ahead of tomorrow's meeting 
between Tony Blair, the UK 
prime minister, and North- 
ern Ireland politicians 
appeared to evaporate yes- 
terday as unionists and 
republicans dug themselves 
into seemingly Irreconcilable 
positions. 

Dermot Nesbitt, a senior 
member of the Ulster Union- 
ists. the biggest pro-British 
party in the region, said 
there was no question of 
David Trimble, the party 
leader and Northern 
Ireland’s first minister, form- 
ing a government with Sinn 
Fein without securing some 
decommissioning by the 
Irish Republican Army. Sinn 
Fein is tbe political wing of 
the IRA. 

Insisting Mr Trimble was 
not prepared to risk his 
party leadership by compro- 
mising on the issue, Mr Nes- 
bitt said: “We have our 
backs against tbe wall on 
this issue and we shall stand 
firm. We want a credible and 
verifiable decommissioning 
to be under way before Sinn 
Fein takes its place in the 
executive. And we want to 
convey a message that we 
mean it" 

But Alec Maskey. Sinn 
Fein leader in the Northern 
Ireland assembly, said there 
could be "no question" of 
making decommissioning a 
pre-condition for Sinn F6in 
entering tbe government. 

“A tot of republicans still 
look at the issue of decom- 
missioning as equivalent to 
surrendering. The important 
thing is that we silence the 
weapons." be said in a refer- 
ence to the continuing IRA 
ceasefire. 

Mr Maskey said the repub- 
lican electorate wanted fur- 
ther political progress on 
issues such as north-south 
co-operation and police 
reform before seeing tbe IRA 
making any further conces- 
sion on arms. 

The statements followed 
behind-the-scenes activity in 
Belfast, the Northern Ireland 
capital, and Dublin, the capi- 
tal of the Irish republic, 
aimed at finding a way of 
breaking the impasse ahead 
of meetings Mr Blair is due 
to have with Mr Trimble and 
Gerry Adams, Sinn F6in 
president 

Mr Nesbitt was speaking 
after a meeting between Mr 
Trimble and Seamus Mallon. 
the deputy first minister, 
and talks between Mr Adams 
and Bertie Ahem, the Irish 
prime minister. 

Senior officials in Mr Mal- 
lon's moderate nationalist 
Social Democratic and 
Labour party fear that Mr 
Trimble is allowing his inter- 
nal party problems to limit 
his room for negotiation as 
first minister - making his 
political relationship with 
Mr Mallon more difficult. 


show a decline in sales to 
other emerging market 
areas. 

UK exports to Russia last 
month totalled around STDm 
(3117m). which the ONS said 
was about £30m below the 
recent norm. Exports to 
Latin America fen by 15 per 
cent in August compared 
with July, or £250m com- 
pared with the usual 
monthly total of £300m. ONS 
statisticians cautioned 
against reading too much 
into the data for one month. 

But the UK’s deficit in 
trade in goods between Rest 


of World - the ONS category 
that includes Russia, Latin 
America and much of south- 
east Asia - Increased to its 
highest level for the year at 
£630m. 

The export falls were one 
factor in a general widening 
in the UK’s trade perfor- 
mance outside Europe. 

The balance of trade in 
goods with non-European 
Union countries was fil.lbn 
In August, compared with 
£lbn in July. 

Yesterday’s trade figures 
were the first produced 
using the significant 


changes to the balance of 
payments introduced last 
week. As a result, the UK's 
overall trade balance for 
July (combining EU and 
non-EU figures) showed a 
deficit of £300nu June's defi- 
cit, which was previously 
estimated at £800m, was 
■revised to just £200m. 

Both June and July’s fig- 
ures, and others earlier in 
the year, were improved 
thanks to the ONS’s wider 
survey of services exports. - 

Recently, trade In services 
has run at a surplus of 
£600m-£700m a month. The 


new methodol($y now has 
the surplus at £l.lbn for 
every month between March 
and July. . 

Michael Dicks, economist 
at Lehman Brothers, said 
the trade in goods figures 
was “slightly worse" than 
expected,' but with" better 
news for UK prices. “More 
interestingly. . the price- 
volume splits were dovish*. 
Lower export volumes were 
combined with a smart fell 
in import prices. Conse- 
quently, the trade account is 
continuing to help contain 
price pressures both directly 


- through c h eaper imports - 
and by suppressing activ- 
ity." . 

July’s provisional esti- 
mates were for export prices 
to have 7, remained 
unchanged, . with import 
prices down 1 pm cent com- 
pared wiffrtfupe. The ONS’s 
estimate ot the trend lathe 
trade balance .was for it to be 
“broadly Oat over recent 
months": Rs - figures showed 
that - excluding oil trade 
and erratic items - the vol- 
ume of imports rose by l per 
cent to a . new . record 
monthly level in July. 



LABO UR PARTYJCONFERENCE LEADERSHIP SPECULATIO N- • . 

Finance minister says 
he does not want top job 
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PRISON SERVICE ' ■■■' V . ..... 

Internal market for young 
crinjiinals’ accommodation 

The government is to introduce a market in secure 
accommodation for young criminals, simitar to the i system 
in the state hearth service under which araa-basedj heattn 
'pufoorities purchase care from hospitals. From April 2000, 
the ri^Youth .Justice Bfeartfvffll have a budget of ahour 
CiSOra (5252m) a year to purchase secure units from the 
Prison Service, municipal authorities and other providers 
that wfl have to compete for business on quality and cost 
The units will hold criminals under the age of 18. “There 
win be a.dear purchaser-provider split for the provision of 
secure faefflties for juvenile offenders." said Lord Norman 
Warner, chairman of the board There are about 5,000 
juveniles In secure facilities. Some 90 per cent of those in 
custody are held to the 15 youth offender institutes run by 
the Prison- Service, which will lose its £100m annual bud- 
get to run .them. The government has also let contracts for 
foe construction of five privately built and am secure train- 
ing centres. Central to their purpose wil be constructive 
regimes’ run along lines similar to the standard school day. 
Simon Buckby, London 


No change: Gordon Brown speaks to the co nf eren ce 


By Robert Pestoo, 

Political Eflor 

Gordon Brown, chancellor of 
the exchequer, yesterday 
insisted be had no plans to 
replace Tony Blair as prime 
minister, in an attempt to 
stifle speculation that his 
behaviour is coloured by an 
uncontrollable desire for the 
top job. 

Mr Brown said his “politi- 
cal ambitions" were “not the 
ambitions of office". 

His motive for this public 
disavowal was to secure a 
respite from reports of a rift 
between him and Mr Blair, 
which bave been a rare 
source of instability for the 
government 

The significance of tbe 
remarks appeared not to be 
registered in the packed con- 
ference hall. 

Delegates were concentrat- 
ing more on the dour burden 
of the main message in Us 
speech - that there is no 
alternative to his tough anti- 
inflation policy, even in the 
face of possible recession. 
But Mr Brown’s advisers 
Reiters embarked on a furious round 


of press-briefing afterwards, 
to make sure there was no 
misunderstanding among 
the media. 

The chancellor’s chief 
spokesman said Mr Brown 
had been planning to make 
clear for many months that 
“he Is very happy to remain 
chancellor and has no other 
ambitions while Tony is 
prime minister’". 

Mr Brown had been stung 
by press interpretation of his 
systematic wooing of MPs, 
party members and journal- 
ists as a thinly disguised lob- 
bying exercise , to win sup- 
port for an eventual 
leadership bid. 

“This was the one part of 
the speech we wrote ages 
ago and has not changed,” 
he said. “The conference 
seemed to. us the best venue 
to make the position clear." 

Mr Brown referred to his 
long and close relationship 
with Mr Blair during 14 
years of opposition when 
they shared an office. They 
had both been motivated by 
the desire to create a merit- 
ocratic society based on 
equality of opportunity. 


There was also a notable 

rfiangg of tone in his 30 min- 
ute speech from those he has 
made to past conferences. He 
eschewed much of the social- 
ist rhetoric that typically 
characterise Us addresses to 
party audiences. 

Mr Brown made little 
attempt to sweeten the pill 
of a tough economic mes- 
sage. 

“It is in pursuit of oar 
long-term goals of growth 
and employment that we 
will resist the inflate-your- 
way-to- growth short-ter- 
mlsm." he said. 

In the face of considerable 
pressure from trade unions 
and the Labour left for an 
immediate cut in interest 
rates - and a softening of 
the anti-inflation remit of 
the bank of England, the UK 
central bank - Mr Brown 
said he would not be budged. 

“There is no long-term' 
solution to unemployment 
that does not also demand a 
solution to inflation," he 
said. ■ 

There was no “comfort in 
soft options, no magic wand 
solution". 


US accused over modified food products 


By David WfigMon, 

Political Correspondent 



A former trade minister 
yesterday warned that pub- 
lic opposition to genetically 
modified foods could spark a 
trade war between the Euro- 
pean Union and the US. 

Lord Clinton-Davies. who 
was a trade minister until 
Tony Blair's cabinet reshuf- 
fle last July, called on EU 
governments to attempt to 
bridge the gap between US 


manufacturers and nervous 
European consumers. 

He accused the US of not 
taking sufficient account of 
public opposition to products 
manufactured by US compa- 
nies such as Monsanto. 
“There is a great deal of prej- 
udice on both sides and if 
nothing is done we face the 
possibility of a real trade 
war,” he said. 

Lord Clinton-Davies 
revealed that during his 
period in office he bad held 


talks with his opposite num- 
bers elsewhere in Europe 
about an EU-wide approach 
to the problem. 

He said governments had 
an Important role to play but 
should be careful not to take 
sides. 

Lord Clinton-Davies made 
his comments at a fringe 
meeting of the Confederation 
of British Industry, the 
employers' lobby, at the 
Labour party conference. 

Adair Tumet, tbe director- 


general of the CBI, said: 
“There Is a real danger of it 
developing into a trade war 
with the US." 

He added that the CBI was 
talking to several leading 
biotechnology companies 
about setting up a forum to 
promote better understand- 
ing or the issue. “We need to 
create a greater degree of 
discussion and understand- 
ing with both sides 
approaching it with an open 
mind." 


He said the companies 
needed to get across the idea 
that genetically modified; 
products could be environ- 
mentally beneficial by cut- 
ting down on the need for 
fertiliser and herbicides. 

John Redwood, industry 
spokesman for the opposi- 
tion Conservative party, 
agreed the situation was 
dangerous not least because 
“several countries on the 
Continent would quite like ; 
to pick a fight with the US". 


INVESTMENT IN WALES 

US group to create 500 jobs 

tntemadonal Ftocfifier, a leading US electronics company, 
confirmed yesterday It is to open a £2 5m ($42m) manufac- 
turing plant that wffl create' 500 jobs in Swansea, south 
-Wales. The Welsh Development Agency welcomed the 
news as evidence that high-technology Investment, which 
has been concentrated in south-east Wales, can be 
extended westwards. The WDA, with foe local municipal 
authority, will build a 8,100 sq m factor/ for the Los 
Angeles-based company. It will manufacture electronic 
motion and power control modules - “electronic brains” 
used to control power supplies and improve the perfor- 
mance of products in the industrial automotive and con- 
sumer markets. . .... 

International Rectifier, which employs more than 4,000 
people in several countries, will 'supply the European mar- 
ket from Swansea and wifi export products to the US and 
Asia. The WDA said Its “fast track" budding programme 
played a part to attracting foe company, along with 
Wales’s substantial electronics sector and foe availability 
of skilled Jabour. Brian Groom, London 


EU TAKKVffiJWJLES : ./■ 

UK aims to dilute directive 

The UK government is preparing a last-ditch attempt to 
water down European Commission proposals on takeovers 
before d directive Is agreed. A meeting next week will hear 
a proposal that would allow the UK to continue its non- 
statutory system on takeovers, despite a directive from 
Brussels. The move is. likely to be viewed as a sign that 
the UK has .recognised that its fight against the proposed 
directive is unlikely to be successful. Austria, which took 
over tire presidency of the Commission in July, is under- 
stood to be keen to present a draft directive to the council 
of ministers by November In order to reach agreement by 
foe end of foe year. The takeover directive is a core part of 
its company law agenda. 

The Uk is particularly keen to prevent any proposed 
directive from Increasing the legal rights of those involved 
Tn takeover bids. The UK Takeover Panel, the acquisitions 
yvratchdbg,has SgLffid-vbdferotKlyagainst the propoeals. . 
it fears that takeovers will be snarled up In legal wrangling 
and that the speed and efficiency of its own voluntary 
code will be eroded. Jane Martinson, London 


CHANNEL TUNNEL 


Financial sector more ready but less willing for euro 


Kevin Brown examines some unpublished 
but revealing details from the MORI survey 
on business opinion and the single currency 


B ritain's financial sector 
is much better informed 
and prepared for the 
launch of the European sin- 
gle currency than business 
in general, but significantly 
less keen on early UK partic- 
ipation. 

Analysis of unpublished 
details from the MORI sur- 
vey of business opinion on 
the euro - published In yes- 
terday's FT - also suggests 
that tbe sector is substan- 
tially gloomier than average 
about the likely impact of 
euro membership on tbe UK 
economy. 

MORI found that most 
businesses in the broad 
financial and services sector 
thought Britain's economy 
would benefit from entering 
the single currency, to be 
launched in 11 European 
Union countries in January. 

Tbe sector was broadly in 
line with general business 


opinion cm the question of 
UK participation in the euro. 
MORI found that 28 per cent 
wanted to join as soon as 
possible, compared with 26 
per cent; 35 per cent wanted 
to join after the next general 
election, compared with 37 
per cent, and 22 per cent 
wanted to remain outside 
permanently, compared with 
23 per cent 

But MORI was also able to 
produce a narrower sample 
based on the industrial clas- 
sification for finance, insur- 
ance and real estate busi- 
nesses used by Dun and 
Bradstreet. tbe business 
information group. 

This excludes tens of thou- 
sands of services companies 
such as hairdressers, man- 
agement consultants, dental 
practices and vehicle repair- 
ers, leaving a base or just 
over 19.000 financially ori- 
ented businesses. 


The narrower sector 
appears sharply polarised 
about the benefits of British 
entry, with only 20 per cent 
favouring membership as 
soon as possible, 36 per cent 
wanting to join after the 
next election and 34 per cent 
opposed to UK participation. 

This gives a majority for 
entry in principle of 56 per 
cent, compared with 63 per 
cent among businesses as a 
whole. With more than a 
third opposed to entry, the 
sector is substantially more 
sceptical than the average of 
23 per cent 

Only 39 per cent of finan- 
cial companies said entering 
the euro zone would be good 
for the economy, while 45 
per cent thought it would be 
bad. Among businesses as a 
whole. 48 per cent forecast a 
positive impact, while only 
28 per cent said the results 
would be bad. 

The detailed answers col- 
lated by MORI suggest a 
range or worries among com- 
panies opposed to member- 
ship in principle. The main 


concerns were loss of sovere- 
ignty (14 per cent), extra 
bureaucracy, lack of UK con- 
trol of the economy and loss 
of decision-making auton- 
omy (24 per cent), the likeli- 
hood of economic instability 
(24 per cent) and the Impact 

One financial 
company said the 
UK should join 
because ‘we 
would be forced 
into it anyway’ 


on the respondent's own 
business (80 per cent). 

MORI does not identify 
respondents, who are guar- 
anteed anonymity. But com- 
ments made by the chairmen 
and main board directors 
interviewed for the survey 
demonstrate the sharply 
polarised view of the single 


currency In the sector. One ' 
big northern financial com- . 
pany, for example, told | 
MORI that the UK should ; 
join because “we would be I 
forced into it anyway". 

Another big northern com- ] 
pany, which wanted to 1 
remain outside the zone per- 
manently. said it feared pres- 
sure to harmonise taxes. A 
big company in Scotland, 
said the potential members 
of the euro zone were too 
diverse. 

• National Westminster 
Bank is to offer business cus- 
tomers free banking in euros 
for all of 1999, writes Clay 
Harris In London. It said the 
intention was to help compa- 
nies that faced extra costs in 
the short term as operating 
practices changed to deal 
with the new currency. The 
bank is also launching today 
four interest-bearing euro 
deposit accounts For busi- 
ness customers. Nat West has 
opened more than 2,600 euro 
current accounts for busi- 
nesses since H began taking 
applications six months ago. 


Shareholders back rail link 

Raittrack's shareholders yesterday gave their backing for 
foe comperry to take over the first stage of the Channel 
tunnel rail link, clearing the way for construction work on 
the £5.8bn (S9;7bn) project to start next month. The 
shares rose 54p to El 6.60. The company was last night 
checking votes cast at an extraordinary shareholders 
meeting but proxy votes lodged in advance of the meeting 
were 202m to favour compared with 19.2m against Share- 
hold ers^attendrng tire meeting represented 249,410 votes. 
The tunnel runs under the English channel between 
England and France. Ralltrack is now free to acquire the 
first stage of the link running for 68km from Folkestone, on 
the south coast of England, to Fawkham Junction near 
Daitford, outside London. Under agreements reached with 
the government and London & Continental Railways, pro- 
moter of foe project, it will pay £1;5bn fix stage one when 
work is completed In 2003. 

A further 39 agreements involving tire company, the gov- 
ernment and LCR remain to signed but they have been 
largely drafted and can be completed over tire next few 
months. Rail track said. Charles Batchelor, London 


Poll calls for end to EU ban 

An overwhelming majority at consumers believe the gov- 
ernment should press foe European Union to revoke the 
ban on supermarkets selling designer goods at reduced 
prices. TheParaftel Traders' Association - which repre- 
sents Importers of branded goods for discount retailers, 
the so-called grey market - was launched last week with a 
MORI poll showing 79 prtr cent of the population supports 
a revocation of foe ban. ' A recent European ruling banned 
retailers from sailing branded goods if they were sourced 
outside the UK without/ the brand owner's permission. 

The survey shows that customers also believe by a ratio 
of five-to one that manufacturers should not be allowed to 
stop supermarkets frdm selGng the goods. Peggy 
HoHtnger, London f 


Fears over global consolidation in insurance 
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By Andrew Bolger, 

Insurance Correspondent 

The recent trend towards the 
creation of a handful of 
global “mega-brokers" has 
sparked unease among com- 
panies that place insurance 
; premiums worth more than 
j £ibn In total annually. 

A survey of members of 
the Association of Insurance 
and Risk Managers, who buy 
insurance on behalf of big 
private and public sector 
organisations, found half are 
concerned that -recent con- 
solidation among brokers 
will reduce choice and 
diminish service. 

Two US concerns, Chicago- 
based Aon and Marsh & 
McLennan in New York, are 


Lloyd’s managing 

The consolidation of the 
Lloyd’s insurance market . 
continued yesterday with the 
first acquisition by a 
members' agent, Greenwich 
insurance Holdings, of a 
managing agent Service 
Managing Agency, for more 
than Elm ($1.6m). Members' 

agents are responsible for 


set to dominate the sector. 
Last month Marsh & McLen- 
nan bought. Sedgwick. 
Britain’s biggest remaining 
independent insurance bro- 
ker. Willis Corroon, Sedg- 
wick's UK rival, is also being 
acquired by US buy-out spe- 


agent acquired by members’ agent uSfiJS 

l believed service levels would 


looking after foe personal 
affairs of .Names, whose 
assets, have traditionally 
underpinned the market 
Managing agents control 
syndicates of Names on 
whose account an 
underwriter accepts 
business. Most of foe 


l believed service levels would 

from ttoqxirate sources; first . decrease, 
admitted to Lloyd's in 1994. . But some Airmic members 


With an wnargtogjsecondary - particularly the bigger 
market to “capacity", or foe organisations - believe con- 
right to support l^'s solidatidn will strengthen 
insurance syndicates. the London market by 

members’ agents can no introducing big players who 

longer offer exclusive access can invest in global technol- 
toffje.best .underwriters and. .ogy .systems and sophisti- 
are forced to restructure. cated products. 

— — j Marie Butterworth. deputy 

■ J chairman of Airmic, said- 

placed with brokers in their - "On balance. I believe con- 
principal areas of UK cover solldatfon will be a positive 


kAwiw- v> tiro w ukj Mat uiMvniiioio 

market's capital now comes • are farced to restructure. 
cialist Kohlberg Kravis placed with bakers in thi 


cialist Kohlberg Kravis 
Roberts. 

The survey found that 
Marsh & McLennan and 
Sedgwick would between 
them account for about 40 
per cent of tbe business that 
risk managers currently 


- such, as property insurance 
and emptoyefe’. ‘liability.. 

The survey, which 
received responses from 84 
organisations, found that 64 
per cent of those polled 


development for the London 
insurance market. But it is 
worth watching how this 
power Is used, because con- 
centration of power has not 
been healthy in the past." 
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National time 
limit upheld 


PEOPLE ON THE MOVE 


European 

court 

The European Court of 
Justice has ruled that Euro- 
pean law does not prevent 
an EU member state from 
relying 1 on national time lim- 
its as grounds for refusing 
repayment of a charge that 
has been levied in breach of 
a European directive. 

The case arose in connec- 
tion with an annual registra- 
tion charge levied by the 
Italian authorities on compa- 
nies in Italy. Between 1986 
and 1992, Edilizia Indostriale 
Siderurgica CEdis) paid 
L64.5m to the Italian Trea- 
sury. In 1993 the European 
Court ruled that such a 
charge was contrary to Euro- 
pean law. Edis applied for a 
refund. 

The Italian authorities 
relied on a domestic three- 
year time limit on claiming 
refunds to deny repayment. 

The Italian court referred 
the case to Luxembourg. 

The Court was asked 
whether the time limi ts were 
compatible with European 
law. given that reliance on 
them would restrict the 
effects of its 1993 judgment 

It reiterated that the 
effects of a judgment inter- 
preting European law would 
normally date back to the 
time when the rule came 
into effect In this case the 
rule was in a i960 directive. 

The Court said it was only 
exceptionally that it could 
limit the effects of a judg- 
ment However, the applica- 
tion of domestic rules was 
not to be confused with lim- 
iting the effect of an inter- 
pretive judgment of the 
Court. 

It was established law that 
in the absence of harmonis- 
ing measures governing the 
refund of national taxes, it 
was for thg domestic legal 
system to lay down the rele- 
vant procedural rules for 
safeguarding individuals’ 
rights derived from Euro- 
pean law. As long as those 
rules were no less favourable 
than those governing Similar 
domestic actions and did not 
make it excessively difficult 
to exercise EU rights, then 


they would be compatible 
with European law, it said. 

However, the European 
Commission argued that the 
Court's case law also pro- 
vided that European law pre- 
cluded a national law that 
restricted repayment of a 
duty held to be contrary to 
European law by the Court 
solely to plaintiffs who 
brought an action for repay- 
ment before the delivery of 
the Court's judgment. 

Such provisions simply 
deprived potential plaintiffs 
of the right to obtain repay- 
ment and therefore rendered 
the exercise of their Euro- 
pean law rights impossible. 

The Court distinguished 
the present case on the basis 
that the domestic rules 
relied on by the Italian 
authorities had been in force 
Tor many years before the 
Court’s 1993 judgment Also 
the rules not only concerned 
tbe charge in dispute but all 
registration charges levied 
by the Italian government. 

Tbe Court said European 
law did not prohibit a mem- 
ber state from resisting 
actions for repayment of 
charges levied in breach of 
European law by relying on 
a three-year time limit 

That was true even where 
the time limit amounted to a 
derogation from ordinary 
rules governing actions 
between private individuals 
for the recovery of pay- j 
meats, for which the period 
allowed was more favoura- 
ble, provided the time limit 
applied in the same way to 
actions for repayment based 
on European law as to those 
based on national law. 

A national time limit was 
not incompatible with Euro- 
pean law simply because the 
limit would be reckoned 
from a time when the rele- 
vant directive giving rise to 
EU rights had not been cor- 
rectly transposed Into 
national law - unless opera- 
tion of the time limit would 
deprive an applicant of any 
opportunity of enforcing 
those rights. 

C-231/9& Edilizia Industri- 
als Siderurgica v Ministers 
delie Finartze, ECJ FC. Sep- 
tember IS 1993. 

BRICE COURT CHAMBERS, 
BRUSS ELS 


Ter Haar 
to succeed 
Land at 
Hagemeyer 

Andrew Land is leaving 
Hagemeyer after 12 years in 
which he took what was a 
ragbag offshoot of a Hong 
Kong trading house to rank 
among the top two dozen 
Dutch quoted companies. 
Supermarkets chief Rob ter 
Haar is his successor. 

Land, who will depart next 
year when he turns 60, had 
said he knew of several 
suitable candidates inside 
the company. 

He himself personified 
Hagemeyer, choosing to 
deal personally even with 
routine media inquiries. 

I There cannot be many 
1 companies with FI 11.4bn 
fS5.7bn) annual revenues 
where the direct line number 
to the chairman’s office 
appears at the bottom of 
press releases. 

Ter Haar is chief executive 
of De Boer Unlgro, the 
Netherlands' second largest 
food retailer. He takes the 
job rather than becoming 
number two to Willie 
Angenent of Vendex Food, 
with which his chain is 
merging. Ter Haar, aged 48, 
had been due to succeed 
Angenent on his retirement 
in two years’ time from the 
new group, which rs to be 
called Laurus. 

He joined In 1993 after an 
international career Including 
marketing and distribution 
roles with Procter & Gamble 
and Sara Lee. the US 
consumer groups. 

Hagemeyer, which is 
mainly involved in 
distributing technical and 
consumer products, sees 
North America as the next 
area for expansion. Its 
exposure to Asia has dented 
its share price, although 
Land has remained 
committed to a region with 
which it has century-old 
links. 

Land won independence 
for Hagemeyer early this 
year when First Pacific sold 
Its 40 per cent stake. In 
doing so he also dropped 
the defences against hostile 


takeover with which Dutch 
companies commonly 
surround themselves. 

But some of Hagemeyer's 
recent history has an 
only-in- Holland flavour to it 
In getting out of 
manufacturing, Land 
disposed of one maker of 
bicycles only to find that 
virtually the next company it 
wanted to take over also 
had a subsidiary turning out 
two-wheelers. The deal was 
done, and the division sold. 
Gordon Cramb, Amsterdam 

Departures at 
MCI WorldCom 

Bemie Ebbers, chief 
executive of the new MCI 
WorldCom, was never 
known for hanging on to the 
top executives from the 
companies he buys for long. 
A career spent acquiring 
other US telecoms 
companies has seen a 
parade of talent walk out of 
the door - though John 
Stdgmore, who built Uunet 
into the biggest internet 
carrier, has been a notable 
exception. 

With the purchase of MCI 
just completed, therefore, it 
is not surprising to see the 
brain-drain starting again. 

| Gerald Taylor. MCl’s chief 
executive, last week 
announced his retirement at 
the end of the year after 30 
years. Lance Boxer, chief 
information officer, also 
departed, to join Lucent 
Technologies. 

With Taylor's exit MCI will 
be losing a piece of history. 
He was only the sixth 
employee hired by Bid 
McGowan, the company's 
founder and the man who 
lad the assault on AT&T's 
long-distance monopoly. As 
head of the new MCI 
WortdCom's fast-growing 
International operations, 
Taylor had also been 
expected to play an 
important role in its future. 
The company has yet to 
announce a replacement 

The departure will only 
heighten the speculation 
about Bert Roberts, the 
former MCI chairman who 
now chairs the merged 
company. Can there really 
be room for two powerful 


entrepreneurs at the top of 
the same company? 
According to MCI WorldCom 
insiders. Ebbers and Roberts 
have hit it off so far - aid 
were professing mutual 
admiration at their first 
company-wide sales 
conference in St Louis a the 
weekend. 

Richard Waters, New York 

Vyakhirev joins 
Wintershall 

Wintershall, the German oil 
and gas company, has 
appointed Rem Vyakhirev, 
chairman of Gazprom, the 
huge Russian gas monopoly, 
to its supervisory board. 

Vyakhirev - his first name 
stands for Revolution Engels 
Marx a popular moniker for 
Russians bom in the Soviet 
era - is an old-school 
Russian director who 
succeeded Viktor 
Chernomyrdin, the former 
Russian prime minister, at 
the helm of the powerful 
Russian gas behemoth. He 
Is a veteran of the gas 
industry who has spent his 
working fife within Gazprom. 

The appointment 
strengthens existing ties 
between Gazprom and 
Wintershall, which is a fully 
owned subsidiary of German 
chemicals group BASF. 

Since 1993. they have run a 
joint venture, Wingas, to i 
distribute Russian gas into 
the German market and 
across most of western 
Europe. It has made 
successful headway against 
rival Ruhrgas which in 
previous decades before 
liberalisation of European 
energy markets was the 
dominant distributor in 
Germany. 

Vyakhirev’s son. Yuri 
Vyakhirev, is a director of 
Wingas. responsible for 
purchasing. 

Gazprom, which controls 
around a third of the world's 
natural gas reserves, is now 
the biggest single supplier to 
the German market, which 
depends on Russia for 
around 40 per cent of its 
gas needs. 

As well as important 
economically, Gazprom is a 
powerful force in Russian 
politics. Russia’s biggest 


1 company «s now arguably 

■ stronger than ever because 
! it is one of the few 

} companies left standing and 
; generating valuable foreign 
j currency smee the country's 
I recent financial crisis hit. 

■ As a further step to 
! strengthen me 

-■ intemafonafeation of its 
j management Wintershall 
! has also appointed Philippe 
; Bodson, chamnan of 
J Belgium energy group 
j Tractabef. to its supervisory 
board. 

1 Graham Bowley. Frankfurt 

Simor elected 
to exchange 

Andras Simor. former chief 
executive of CA IB 
Investment Bank m Austria, 
has been elected chairman 
of the Budapest Stock 
Exchange, after the 
departure of Zsigmond Jarai 
for the finance ministry' this 
summer. San or left the 
Vienna bank after just one 
year, having previously 
headed the Creditanstalt 
brokerage arm in Budapest 
from 1989. 

Simor is a product of the 
former Karl Marx University 
of Economics in Budapest, 
which despite its name, 
managed to produce some 
of the most reform-minded 
elite in Hungary. 

Graduating in 1976. he 
began honing his practical 
financial skills in the National 
Bank of Hungary, before 


moving to London as a 
department head of the 
Hungarian international Bank 
from 1979 to 1985. Another 
stmt at the central bank in 
Budapest served as final 
preparation for the financial 
I liberafisation at the end of 
the 80s. 

j The new bourse chairman 
j arms to cut trading costs to 
j increase the BSE’s 
competitiveness, a route he 
sees as the only way 
forward to ensure 
Budapest’s long term 
survival in the increasingly 
borderless world of 
securities trading. He is also 
unhappy with the tarnished 
image of brokers following a 
spate of brokerage failures 
\n the bearish Hungarian 
market of late. This means 
tighter standards, he says, 
though advocating a more 
effective •‘self-regulating" 
bourse rather than more 
extensive and expenswe 
supervision. 

K ester Eddy. Budapest 

Janiszewski to 
Bankers Trust 

Hubert Janiszewski. 

HSBC’s chief in Poland for 
the past seven years, has 
resigned to head Bankers 
Trust investment banking 
operations in Warsaw. 

Janiszewski. 54, a former 
Polish government official 
specialising m inward foreign 
investment, won his 
investment banking spurs at 
HSBC when it advised the 
Polish government on the 
privatisation of the 
Powszechny Bank 
Kredytowy. as well as the 
Bank Gdansk! which was 
also the country's first GDR 
issue. 

Christopher Bobinski, ' 

Warsaw j 


Moving 

places 


Winterbotham: to Pundit 


• Patrick Jones is joining 
Gempius. the leading 
supplier of smart card 
technology. Jones has been 
appointed senior 
vice-president, chief financial 
officer, of Gempius. He was 
formerly vice-president, 
corporate controller, at Intel. 


• Chase Manhattan Global 
Asset management and 
Mutual Funds has appointed 

Christian Yates managing 
director and head of 
international mutual fund 
sales. He will lead Chase's 
mutual fund business 
development in Africa. Asia. 
Europe. Latin America and 
the Middle East. He joins 
from Lazard Asset 
Management, where he was 
director of European 
Business Development. 

• Smurfit Europe has 
appointed Tony Smurfit. a 
director of Jefferson Smurfit. 
deputy chief executive 
Europe, after his tenure as 
chief executive France. 
Francois Vrttoz, currently 
chief executive of Smurfit 
Spain & Portugal and the 
paper sack business, will 
succeed Tony Smurfit as 
chief executive of Smurfit 
France and will retain 
responsibility for Smurfk’s 
European paper sacks 
business. Miguel Mediero 
has been appointed chief 
executive of Smurfit span 
and Portugal, having 
managed Smurfit Europe’s 
Spanish mills. 

• A new consultancy. 
Pundit, has been established 
by James Winterbotham, 
which will advise companies 
investing in India and Indian 
companies investing abroad. 
He was formerly with Lazard 
Brothers' corporate finance 
department where he had 
been a main board director. 

• ABN Amro Bank has 
made new appointments to 
its global equity division. 
Claus Gregersan. managing 
director of Alfred Berg ABN 
Amro in Denmark, has been 
named head of ABN Amro's 
European equity business. 
Gregersan succeeds Nick 
Bannister who was 
appointed head of ABN 
Amro's's global equities 
business. Succeeding 
Gregersan is Henrik 
Meideby. He has headed 
Alfred Berg's corporate 
finance activities in 
Denmark. The third 
appointment is Risto 

Si lander, managing director 
of Alfred Berg ABN Amro in 
Stockholm. He joins from 
Warburg Dillon Read where 
he was managing director of 
the Stockholm office. 
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MANAGEMENT & TECHNOLOGY 


management handling a disaster 


When a crash becomes 
a crisis of confidence 

Richard Tomkins asks what lessons can be drawn from the public's 
contrasting responses to the Swissair and TWA jet crashes 


■KB When Swissair’s flight ill 
plunged into the sea off 
Vu-M Nova Scotia earlier this 
month, the tragedy bore several 
similarities to the loss of Trans 
World Airlines' flight 800 two 
years earlier. 

Both jets crashed off the North 
American coast soon after leav- 
ing New York. Both were bound 
for Europe. Neither accident left 
any survivors. Neither has been 
fully explained. 

But the two disasters provoked 
sharply differing reactions. In the 
first, TWA was accused of incom- 
petence and insensitivity for the 
way it responded to the needs of 
the victims’ families. In the sec- 
ond. Swissair earned praise for 
its efficiency and compassion. 

For TWA, the result has been 
lasting damage to its reputation. 
In contrast, Swissair’s handling 
of the flight ill crash has left 
confidence in the airline intact, 
and may even, conceivably, have 
enhanced it. 

Richard George, director public 
relations for the Public Relations 
Society of America,’ says a crash 
is a "defining moment" for an 
airline. "In a matter of seconds, a 
reputation that has been built up 


over decades can be destroyed by 
making a mistake at that time." 
he says. 

So what lessons in crisis man- 
agement emerge from the differ- 
ing outcomes of the TWA and 
Swissair crashes? 


TWA found itself 
portrayed as 
the company 
that could do 
nothing right 


Gary Abe. deputy director of 
the National Transportation 
Safety Board's office of family 
affairs, says the speed of an air- 
line’s response is one of the most 
important factors in determining 
how its behaviour is perceived. 

“The first 24 hours following a 
disaster are critical for the airline 
involved. That is probably the 
only opportunity to build a trust- 
ing relationship with the famil y 
members," he says. 

“If an airline doesn’t do that 


within the first 24 hours, every- 
thing else that happens after- 
wards is more likely to be a con- 
flict between family members 
and tbe organisation.” 

TWA drew fury after the crash 
of flight 800 by. refusing to pro- 
duce a passenger list until it had 
determined exactly who was on 
the aircraft and notified their 
families - a process that took 
almost a full day. 

Family members also com- 
plained that calls made to special 
toll-free telephone numbers went 
unanswered, that tbe flow of 
information was inadequate, and 
that insufficient attention was 
paid to their travel and accommo- 
dation Deeds. 

Soon, politicians such as 
Rudolph Giuliani. New York's 
mayor, started lambasting the 
airline for its handling of the 
disaster; the news headlines 
became critical; and TWA found 
itself portrayed as the company 
that could do nothing right. 

Swissair's experience could 
hardly have been ruore different. 
Within hours of the loss of flight 
ill. a passenger manifest had 
been issued, fully functioning 
hotlines had been set up. and 


hundreds of crisis counsellors 

bad arrived in New York, ready 
to receive the grieving families. 
Soon afterwards, flights to the 
crash site at Peggy’s Cove were 
being planned. 

Friends and relatives were 
grateful Tor the way Swissair 
kept them informed of unfolding 
events, and appreciated the air- 
line's offer of $20,000 (about 
£12,000} for each family to cover 
immediate expenses. Mr Giuliani 
praised the airline, and favoura- 
ble headlines flowed. 

One factor that worked in 
Swissair's favour was legislation 
passed by Congress in 1996 
requiring airlines to be 
much more responsive to the 
needs of victim’s families 
after crashes. 

Tbe Aviation Disaster Family 
Assistance Act - passed after a 
series or air crashes - required 
dome>-tic carriers to file detailed 
plans for providing accurate pas- 
senger manifests, issuing toll-free 
telephone numbers, returning 
victims' personal effects and 
helping families with their travel 
and personal needs. 

“That forced the airlines to 
have a good, effective manifest 
procedure,” says Mr Abe. “Some 
of them didn't do that in tbe past. 
They just didn’t care about their 
manifests, so they never realiy 
knew who was on the plane." 

That legislation was not in 
place before TWA's flight 800 
went down. But legislation in 
December extended the require- 
ments to foreign carriers serving 
tbe US, so Swissair had been 
required to draw up contingency 
pians. 

Swissair also benefited immea- 
surably from its code-sharing 
agreement with Delta Air Lines, 
the third biggest US carrier, 
under which the two sell seats on 
each other's flights as if they 
were their own. 

By that agreement. Delta 
treated the loss of flight 111 as if 
it bad been the loss of a Delta 
aircraft, and deployed the full 
weight of its resources in the cri- 
sis management effort. At times, 
the hundreds of Delta care-givers 
in New York and Peggy's Cove 
outnumbered the victims’ rela- 
tives and friends. 

In contrast TWA - twice bank- 
nipt. and now a relatively small 




Swissair aKowed grieving relatives to vWt the crash site at Peggy’s Cove, Nova Scotia Popped oto 


carrier - was on its own. It was 
also in the unfortunate position 
of just having shed two top 
executives when the disaster 
struck, and its then chief execu- 
tive. Jeffrey Erickson, was 
on business in England. 

TWA suffered other misfor- 
tunes. too. Immediately following 
the loss of flight 800. there were 
suspicions that the aircraft might 
have been the target of a terrorist 
attack. That meant an array of 
government agencies became 
involved, taking control of the 
situation from TWA. And for 
security reasons, relatives were 
barred from visiting the crash 
site, adding to their grief. 

One obvious lesson from these 
disasters, as from any others, is 
that companies should rehearse 
for the worst, and rehearse often. 
A less obvious moral may be that 


no expense should be spared in 
helping the victims' families - if 
not out of compassion, then out 
of respect for the bottom line. 

Mr Abe says US airlines, unlike 
their European and Asian coun- 
terparts, do not like giving vic- 
tim’s families financial help in 
the immediate aftermath of a 
crash because their lawyers fear 
it will be construed as an admis- 
sion of liability. 

But generosity makes more 
sense in the long run, Mr Abe 
says, because the airline's behav- 
iour will be influential when the 
inevitable lawsuits start to fly. 

“Many family members I’ve 
talked to in the past have said 
they really didn't want to file 
suits, but they just felt like the 
airline didn’t ca re. and the airline 
and the underwriters gave them 
such a hard time that they were 


going to sort of punish them," Mr 
Abe says. 

With a generous approach, Mr . 
Abe says, “you are still going to . 
have lawsuits, but they may not . 
be as big.” People are also likely, 
to settle more quickly - an . 
important factor in bringing :is 
swift an end as possible to the, 
negative publicity. 

James Lukaszewski. chairman. • 
of the Lukaszewski corporate, 
trouble-shooting firm, agrees. . 
“Generally speaking, I always. • 
advise companies that the earlier 
you write the cheques, the . 
smaller those cheques are going, 
to be. The way people feel about- . 
what happened is the main deter-; • 
minant of litigation. The, ■ 
humaneness of the airline, along- . 
with what it actually does. - 
are the determining factors 
here.” 
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TECHNOLOGY RREFIQHBNQ^--- 


Spy in the sky 
holds key to a 
burning problem 


Weather satellites are being used to detect the 
sites of forest fires before they rage 
out of control, writes Edi Smockum 


One billion hectares of 
land burned worldwide: 
234 killed when a Garuda 
Airbus crashed in a smoke haze 
in northern Sumatra; 100.000 
evacuated from their homes in 
Florida; and as yet uncalculated 
losses in Greece and Cyprus. 

During the past year, the havoc 
wrought by forest fires has been 
immense. And many firefighting 
officials are convinced the situa- 
tion is getting, worse. As one put 
it: -Who would have expected the 
Amazon {jungle] to be on fire?" 

Even those sceptical of global 
wanning and climate change 
would find it hard to explain why 
the throe worst fires in Canada 
this century have occurred in the 
past decade. The Worldwide 
Fund for Nature has estimated 
Indonesia's fires to have cost the 
region $1.4bn. And so developing 
technology for detecting wildfires 
and for fighting them has taken, 
on a new urgency. 

The most important develop- 
ment involves harnessing tech- 
nology to spot fires before they 
get out of control. However, this 
is easier said than done in coun- 
tries the size of Russia and Brazil 


where fires can burn for days 
before they are discovered. Scien- 
tists looked to existing technol- 
ogy, namely weather satellites, of 
which the most powerful belongs 
to the National Oceanographic 
and Atmospheric Administration 
in the US. Its polar orbiter 
AVHRR (advanced very high res- 
olution radiometer) sensor scans 
a thin ribbon of earth beneath Us 


Some clouds can be 
particularly bright 
and reflections 
off them can look 
like fires 


path, transmitting data to anyone 
with the proper receiving 
equipment 

The data consist of five chan- 
nels. One is in the visible region, 
one in tbe near infra-red. and the 
rest further into the infra-red. 
Large fires are often seen in 
channel three, the mid infra-red 


channel, near where the fire spec- 
trum peaks. 

Weather satellites such as the 
NOAA’s can identify the world’s 
“hot spots”, those areas that are 
37"€ hotter than the surrounding 
area. This is a good indicator of 
forest fire activity, but scientists 
bad to struggle with tbe techni- 
cal difficulties inherent in using 
sensors that were not designed 
for Are monitoring. 

The challenge for researchers 
was to eliminate "false" fires. 
These could be caused by myriad 
natural phenomena: AVHRR can- 
not see through thick cloud: 
some clouds can be particularly 
bright and reflections off them 
can look like fires: and small 
fires or “cluster'' fires are diffi: 
cult to differentiate. By identify- 
ing these problems and using ver- 
ification systems on the ground, 
this issue has been largely 
resolved. 

Success varies depending on 

tbe country- hut Zhonqing Li at 
the Canadian Centre for Remote 
Sensing says its system can 
detect 90-95 per cent of the coun- 
try’s fires. 

Finland has taken the process 
one step further. VTT Automa 
tion. the government owned 
research institute, has integrated 
information from the NOAA sat- 
ellite with a warning system for 




fire-fighting teams. For each 
detected fire, a fax giving tbe 
fire’s location, the observation 
time and a map shotting the loca- 
tion is sent directly to the local 
Ore authorities. 

Fires as small as 0.1 hectares in 
area can be picked up. with an 
average 31 minutes between 
detection and the alert being 
given. The institute intends to 
make tbe system available to 
neighbouring countries in Scan- 


dinavia and plans a new proto- 
type system for China. 

Jean-Pa ul Jeanrenaud. bead of 
tbe Forest for Life programme at 
the Worldwide Fund for Nature, 
agrees that adequate early warn- 
ing systems are desperately 
needed. He warns, however, that 
they must be integrated with 
other information systems. 

He points out that in early 1997 
meteorologists knew it was going 
to be a particularly bad year for 


the El Nifto weather phenome- 
non. but the information was not 
fed through to environmental 
groups. 

“We could have been made 
more aware of what potentially 
lay ahead," be says. 

Researchers believe that the 
space-based platforms will also 
prove a useful long-term study 
tool. Already, with a minimal 
investment, weather satellites 
have been able to provide 


regional and national snapshots 
of burning fires in just one day. 
Conventionally, this was done at 
the end of a fire season, long 
after the damage was done. 

Nest year, Nasa is launching 
its Earth Observation Satellite, 
which will have the first channel 
dedicated to fire monitoring. This 
will help scientists measure the 
damage done by fires and moni- 
tor more closely their wider 
effects. 



Hot shot Bombardier's CL-145 can reload with 6,000 Ones of water in a 12-second pass 


DOUSING WITH AIRCRAFT 

Water bomber gives a flying start 


When forest fires do 
occur, the methods used 
to fight them remain 
rooted in tradition. Fires are still 
fought by men and women much 
the* way they were 20 years ago. 
writes Edi Smockum. 

However, one innovation that 
has seen a lot of action this 
summer is Bombardier's CL-116 
aircraft. It is the only aircraft 
designed and specially built for 
firefighting. 

The CL-415 lakes just 12 sec- 
onds to skim the surface of a 
body of water and scoop up more 


than 6.000 litres of water. It can 
then drop the water fairly close 
to the fire - from heights as low 
as 30m above the tree tops-.' 

Tom Appleton, president of 
Bombardier’s amphibious aircraft 
division, says: “You don’t have to 
be a rocket scientist to see that 
the quicker you got a lot of water 
on a fire, the quicker the fire is 
out-” 

The water can also be mixed 
on-board with suppressant foam 
that improves its efficacy. Unlike 
tanker aircraft that must load 
water at a fixed point, the CL415 


can work independently as long 
as it has a body of water to feed 
iL 

The record for the number of 
drops in one hour, set by a pilot 
working with the Province of 
Quebec, was 32 - roughly one 
drop every two minutes. 

If a warning is given quickly 
enough, the initial attack of the 
CL-415 can be very effective. 

But Jean-Paul Jeanrenaud, at 
the Worldwide Fund for Nature, 
points out that once wildfires 
have really taken hold, water 
bombers and other fire-fighting 


methods are often a waste of 
time. 

“It's like putting a sticking 
plaster on an open artery,'* he 
says. 

More often than not, it is , 
nature, not technology, that puts 
out fires. In Florida, as well as in 
Brazil and Indonesia, rain 
succeeded where crews working 
24 hours a day had failed. 

Or perhaps divine intervention 
played a part: in Brazil, a group 
of Indians held a rain ceremony 
during the fires in Roraima state. . 
The next day, the rain began. 
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THE ARTS 


One of the National Gallery’s 
more curious and intriguing exhi- 
bitions had as its centrepiece 
John Constable’s great painting 
of 1B26, “The Cornfield”, with its 
famously fami lia r view down Fen 
Lane and crut across a Dedham 
Vale bathed in the sunshine of 
late summer. That exhibition of 
two years ago. initiated by Colin 
Painter, an artist himself and 
until lately principal of Wimble- 
don School of Art. was intended 
to draw attention to the painting 
not as the focus and object of 
art-historical and aesthetic study, 
but as an icon in itself. 

“The Cornfield 1 * is a view of 
what was Constable’s daily boy- 
hood walk to school, and there is 
not a little to it of the childhood 
idyll in its incident and detail; 
the boy drinking from the 


Colin Painter has 
recorded how 
different people from 
all walks of life, 
brought together by 
a common interest in 
Constable, think and 
feel about the artist 

stream, his dog, the donkey, and 
the flock of sheep. But it was on 
show to examine its more partic- 
ular role as one of those rare 
works that somehow has taken 
on a status quite independent of 
its qualities as a work of art. in 
the same way as Leonardo da 
Vinci’s “Mona Lisa”; Hogarth’s 
“Shrimp Girl”; and Van Gogh's 
“Sunflowers”. 

That exhibition was. intended 
more as sociological- inquiry, 
looking at what the painting 
meant to people across the broad- 
est social range, from the special- 
ist to the innocent and naive. 
Here we saw the painting not so 
much as it is, but as it is known, 
from postcard and poster, table- 
met and embroidered fire-screen; 
treasured by those who never 
dreamt that the original was to 
be seen at Trafalgar Square. The 
point it made was that, important 
though high art is as art, it also 
works its powerful magic in 
other ways. 

In the course of his inquiry. 
Painter came to realise that per- 
haps the most significant factor 
in the painting's broad appeal, 
quite beyond its supposed real- 
ism, accuracy and truth to life, 
lay in a perceived quality of 
“Englishness”. From the very 
first, it seemed to touch a com- 
mon nerve, deep and atavistic. 



Retired electronic engineer Douglas Osborne, who has painted many reproductions at Constable's pictures: *1 made my copy of The Leaping Horse' as a challenge. 1 painted it n my shed" a pm* 

The very essence of Englishness 

William Packer on a show examining the public’s response to an artist whose work has entered the nation’s consciousness 


’Here was our dream of inno- 
cence, a Golden Age and a shared 
past. And so it occurred . to 
Painter to broaden bis scope from 
the single painting to the land 
itself, and that particular tract 
known as “Constable Country”.. 
There, in that corner of 
north-east Essex and the Suffolk 
border, are the very places that 
even now are immediately recog- 
nisable not just from, but almost 
as. the paintings: Flatford Mill of 
the “Hay Wain”; Willy Lott's Cot- 
tage; the Dry Dock, only lately 
rediscovered; the far bank of the 
Stour and of “The Leaping 
Horse”; across the .fields, the 
tower of Dedham Church 
glimpsed through the trees. 


Painter then sought out people 
of all kinds, artists and others 
who live and work there, or who 
acknowledge some close affinity 
to Constable in their lives or 
work. Now. just down the road at 
Ipswich, he sets out their 
response along with an example 
of their own work, or the setting 
of their lives, all thoroughly doc- 
umented in the catalogue (pub- 
lished by the Ipswich Museums 
and Galleries at £939). It is all 
engagingly straightforward, nei- 
ther patronising nor ironic, but 
simply curious in discovering 
bow different people, brought 
together by a common interest, 
think and feel. 

Here is John Constable, the art- 


ist’s great-great-grandson and 
himself a painter “I grew up 
with Constables hanging on the 
walls . . . Today I admire the 
structure ... but in those days it 
was the subjects that attracted 
me. 1 remember being impressed 
by the . . . modesty of his choice. 
He didn’t idealise the landscape.” 

Chris Dobrowolski is a young 
sculptor lately out of the Royal 
College. He is showing a mock- 
tank he has made and camou- 
flaged with Constable reproduc- 
tions he picked up at car-boot 
sales - a video shows it chugging 
across a field as a tractor in the 
distance gets on with its job: “1 
need the things I make to be 
some sort of small adven- 


ture . . . It’s a kind of English gar- 
den-shed mentality. Very 
English . . . What's that horse and 
cart doing in the middle of that 
mill pond?" 

Douglas Osborne is a retired 
electronic engineer and amateur 
painter “I have painted many 
reproductions of Constable's pic- 
tures and have been greatly 
influenced by his work ... I made 
my six-foot copy of *The Leaping 
Horse’ as a challenge. I’ve never 
seen the original painting ... 1 
painted it in my shed. The repro- 
duction I copied it from was only 
about four inches long.” 

Lisa Harris, who works in a 
supermarket, is making a tapes- 
try of “The Hay Wain”. “It was a 


DANCE IN PARIS THE N ATlONAC BALTET OT’ CUBA ’~ 


Saved by the Swan Princess 


The National Ballet of Cuba is 
marking its 50th anniversary this 
year with a European tour. The 
company has always prided 
Itself, and rightly so in the past, 
on its serious and handsome clas- 
sic manner. This is owed to Ali- 
cia Alonso, brilliant ballerina and 
founder of the troupe, and still its 
director. 

Alonso is a legendary figure, 
both for her range of artistry - 
we saw her first in the 1940s in 
Balanchine's Theme and Varia- 
tions, which was made for her. 
then as a heart-rending Lizzie 
Borden in Fall River Legend, and 
as a Giselle of rare romantic 
eloquence - and for her indomi- 
table fight against near- 
blindness. whose tragic effects 
she denied by dancing with 
astonishing artistry into her 
70s. 

Her monument is not merely 
her identity as a profoundly seri- 
ous artist, but her further attain- 


ment in creating and still inspir- 
ing her nation’s ballet company. 
Its visits to Europe over the past 
two decades have been admired 
and eagerly viewed. 

Which said, I have to report 
that the Cuban Ballet's opening 
performance this week in Paris at 
the Theatre des Champs Elysees 
was a huge disappointment Its 
luggage was Alonso's stagings of 
Swan Lake and Giselle, and with 
what seems the usual misgudg- 
raent by troupes for an important 
overseas premiere, the company 
presented Stcan Lake. 

The staging has too many prob- 
lems to do more than rite briefly. 
Proclaiming itself ”traditional“. 
it offered a fudged view of what 
we think of as a traditional text 
Prince Siegfried's schloss was 
NeuDisneystein; the costuming 
was from the wardrobes in 
Operetta Hell; the taped score 
had been recorded in an acoustic 
both boxy and reverberant. 


Vivacity reigned. As the produc- 
tion yawned before us, a Sahara 
of tedium, one moment spoke 
of truth as the Queen Mother 
gave every sign of wanting 
to have the Jester put to fire 
and the sword. Then Loma Fei- 
j6o appeared as Odette, and we 


our hearts still. It has simple. 

effective design, and, alas. 

recorded music yet again, but in 
every life a little rain must 
.^fau- 
lt has. best of all. a decent text 
' played by an ensemble that 
delicate reserve of feeling - noth- understands the historical reso- 
ing is extreme or over-blown. Her nance of the piece. And it has, 
Odfle, marked by a virtuosity all even more best of all - if you 
the more astonishing because of follow me - the impress of Alon- 
Fefj6o's purity of means, has a- so's own performances, wise with 


demonic force beneath its cool 
exterior. I thought her wonderful 
Her Siegfried was Jose Manuel 


their many years, sensitive as 
only a ballerina can make a stag- 
ing whose every emotional turn 


The production yawned before us, a Sahara of tedium . . . then 
Loma Feijoo’s appeared as Odette. I thought her wonderful 


were saved - or at least given 
hope of something serious and 
good. 

I have reported previously and 
with admiration on Feijoo's 
Giselle with the Royal Ballet of 
Flanders. Her Odette, like her 
Odfle, is beautiful and elegant in 
statement, entirely in command 
of the role. The Swan Princess’s 
lyricism has a luminous grace, a 
sense of being haunted by trag- 
edy. and is imbued with the most 


Carreno, still the charming 
dancer we remember from his 
English National Ballet seasons, 
but rather passive in manner. 
For the rest, comment is best 
unsaid. 

Hopes for the Giselle on the 
next night were not high. But 
Alonso was a celebrated Giselle, 
and her staging has every merit 
one could wish to find. It has a 
sense of how Romantic drama 
may be played and made to touch 


she knows from active experi- 
ence. 

This Is a Giselle’s Giselle, with 
each dramatic point made clear 
and unfussed. and every nuance 
of step in place. And it bad a 
worthy interpreter in Alihaydfe 
Carreno. She is young, beautiful, 
and possessed of a beautiful 
technique. She also wears the 
weight of tradition of the piece - 
inherited from Alonso - with a 
completely natural and loving 


20tb birthday present from my 
Mum. I had asked for it specifi- 
cally ... I used to go and visit a 
neighbour with my Mum and just 
behind the door tbere was a big 
picture of “The Hay Wain*. 1 don't 
know why but It stuck in my 
mind ... We went on a school trip 
to the National Gallery and 1 
remember walking through the 
glass door and just there on my 
left was the picture Td seen on 
my friend's wall . . .1 wasn’t 
expecting it. It blew me away!" 
And how many of us have not 
had all hut the same experience? 

The Uses of an Artist - Constable tn 
Constable Country Now: Wotsey Art 
Gallery, Ipswich, untB October 25. 

air. She looks not a little' like 
Alonso in the role: poses, posi- 
tions of arms, quick Hashes of 
astonishing bravura, brought 
back my happiest memories of 
Alicia Alonso's Giselle. 

But the ballet is hers oh her 
own terms as an artist of excep- 
tional range and grace of expres- 
sion. Once again, as with Loma 
Feijoo. there is an inherent con- 
trol and distinction of manner. 
The mad-scene seemed freshly 
tragic; the entire will sequence 
was poised lightly upon the 
score, wreathed in night mist 1 
thought this a very fine Interpre- 
tation indeed. 

The Albrecht was the boyish, 
short-back-and-sides Osmay Mol- 
ina. sensitive in playing, sure in 
dancing. The corps de ballet, as 
peasants and ghosts, were sensi- 
tive in everything. The National 
Ballet of Cuba was, once more, a 
fine and welcome ensemble. 

Clement Crisp 

Hie National Ballet of Cuba’s tour i 
visits Le Mans, Lausanne, Avignon, | 
Montpellier and Lyons, where It ends 
on October 18. 


MUSIC 

Minus the 
Rattle and 
roll factor 

No one attending Sakari Oramo's 
inaugural concert as principal 

conductor of the City of Birming- 
ham Symphony Orchestra last 
Thursday can have had much 
idea what to expect. Oramo has 
not yet visited Birmingham 
enough to establish a presence - 
he is scarcely known outside his 
native Finland - and his con- 
ducting career spans a mere five 
years. His programmes for the 
coming season show a taste for 
Russian and mid-century English 
music, neither of which found 
favour with his predecessor. Sir 
Simon Rattle. 

So there was reason to hope 
this opening concert at Sym- 
phony Hall, comprising works by 
Sibelius, Dutilleox and Mahler, 
would offer clues to his musical 
personality. >Ve emerged little 
the wiser. Oramo's platform 
manner is stiff, almost robotic. 
He knows how to beat time; and 
where the timbres on the page 
are distinct, he can reproduce 
them exactly. But he is no col- 
ourist, and bis sense or orches- 
tral drama amounts to little 
more than setting one block 
Qgainst another. After 18 years 
of Rattle, the CBSO was ready 
for a change or style - but 
whether Oramo's blunt objectiv- 
ity was the right choice is open 
to question. He has a lot to 
prove. 

So does the CBSO. Did Rattle 
really shape It Into a world-class 
orchestra, or did It merely travel 
the world on his coat-tails? Judg- 
ing by this concert, one suspects 
the latter. Minus the Rattle fac- 
tor. the CBSO sounds like most 
other regional orchestras - hard- 
working but undernourished. 

By opening with Sibelius’s The 
Bard, Oramo stated his country's 
claim to be a wellspring of 20th 
centnry musical culture, while 
bringing to our attention one of 
the most quizzical tone-poems in 
symphonic literature. The 
exchanges between harp and var- 
ious instrumental groupings 
imply a language beyond words 
- which the CBSO’s carefully 
prepared reading preserved, 
albeit within a softer, less ellipti- 
cal framework than the music 
ideally requires. 

Judging by his control of the 
glistening shards of sound in 
Dutilleux’s Violin Concerto 
(L'arbre des songes, 1985), Oramo 
has most to offer in the music of 
our time. This is a modern clas- 
sic - a masterclass in the bal- 
ance of form and content, fan- 
tasy and craft And in his 
keening and weaving of the solo 
part, Olivier Charlier persuaded 
us that far all Dutilleux’s disa- 
vowal of virtuoso ambitions, the 
music contains as much gypsy- 
tike songfulness as glades of con- 
templation: richly rewarding. 

Which is more than can be 
said for Mahler’s First Sym- 
phony after the intervaL in its 
brassy glare, unyielding turn of 
phrase and crude swelling up to 
climaxes, Oramo’s performance 
recalled many of the features of 
his Sibelius Second Symphony in 
January. It was an unseemly 
thrash, redeemed only by an 
insidiously slow dance of death. 
His slack grasp of the dream-in- 
terludes suggested a conductor 
with little sense of musical ten- 
sion, and Mahler's finale came 
across as loud, raw, untutored. 
What do we deduce from all this? 
Simply that Birmingham hai, cat- 
apulted a musician way beyond 
bis station. 

Andrew Clark 
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AMSTERDAM 


OPERA 

Netherlands Opera, Het 
Muzfektheater 
Tel: 31-20-551 6911 
G&terdfimmerung: by Wagner. 
New staging by Pierre Audi, 
conducted by Harimut 
Haenehen. Cast includes Heinz 
Kruse, Jeanrtfne Altmeyer and 
Henk Srret; Sep 30 

BIRMINGHAM 

CONCERT 

Symphony Halt 

Tel: 44-121*212 3333 

City of Birmingham Symphony 

Orchestra; conducted by Sakari 

Oramo m works by Schubert, 

Mozart and Strauss; Sep 29. 30 


EDINBURGH 

exhibition 

Scottish National Portrait 
Gallery 

Tel: 44-131-624 6200 
The Winter Queen: The Life of 
Elizabeth of Bohemia, includes 
around SO paintings, plus a 
selection of engravings and 


medals; to Oct 4 

FRANKFURT 

CONCERT 

AlteOper 

Tel: 49-69-134 0400 

Radio Symphony Orchestra 

Frankfurt; conducted by Hugh 

Wolff in Beethoven's Mtosa 

solemn is; Sep 30 

GLASGOW 

OPERA 

Theatre Royal 

Tel: 44-141-332 9000 

The Magic Flute: by Mozart. 

Scottish Opera production by 

Martin Duncan, conducted by 

Richard Fames; Sep 29: Oct 1 . 

Oct 3 

LISBON 

OPERA 

Expo ’98, May 22-Sep 30 
O Corvo Branco: the world 
premiere of a new opera by 
Philip Glass will mark the end of 
the arts programme of Expo *98. 

The production is directed by 
Bob Wilson, and is a 
co-production with the Grand 
Theatre de Geneve; Jules Vemes 
Auditorium: Sep 29 

LONDON 

CONCERTS 
Barbican Hall 
re/: 44-171-633 8891 
London Symphony Orchestra: 
Richard Hickox conducts a senes 
of works by Bruch; Oct 1, 3 

EXHIBITION 


Royal Academy of Arts 
Tel: 44-171-300 8000 
ChagaJI: Love and the Stage. A 
series of monumental mural 
paintings created in 1920 for the 
State Yiddish Chamber Theatre 
in Moscow forms the centrepiece 
of this exhibition. It is shown 
alongside preparatory drawings 
and sketches: to Oct 4 

OPERA 

English National Opera, 

London Coliseum 
Tel: 44-171-632 8300 
Otello; by Verdi. New prpduction 
by David Freeman, designed by 
Tom Phillips and conducted by 
Paul Daniel/Mark Shanahan. 

David Rendall sings the title role: 
Sep 30; Oct 3 

Royal Albert Hall 
Tel: 44-171-5898212 

• Die Waikure: by Wagner. 
Semi-staged Royal Opera 
production conducted by 
Bernard Haitink. Cast includes 
John Tomlinson. Rita Cuflss, Kim 
Begley. Stig Andersen and 
Hikfegard Behrens; Sep 29 

• Siegfried: by Wagner. 
Semi-staged Royal Opera 
production conducted by 
Bernard Haitink- Cast includes 
John Tomlinson. Stig Andersen, 
Graham Clark and Anne Evans; 
Oct 1 

MANCHESTER 

CONCERT 

Bridge wate r HaH 

Tel: 44-161-907 9000 

Halle Orc h es t ra: conducted by 

Owari Arwe! Hughes m works by 

Vaughan Wirans, Heist and 


Elgar; Oct 1 

MUNICH 

CONCERT 

Philharmonic Gasterg 
Tek 49-89-5481 8181 
Munich Philharmonic Orchestra: 
conducted by Simone Young in 
works by Janacek. Martinu and 
Dvofak; Sep 30 


NEW YORK 

CONCERTS 

Avery Fisher Hafl, Lincoln 
Center 

Tel: 1-212-875 5030 
www. lincolncen ter. org 
New York Philharmonic: Kurt 
Masur conducts Beethoven - The 
Complete Symphonic Cycle. 
Programme V; Oct 1, 2, 3 

EXHIBITIONS 
Museum of Modem Art 

Tek 1-212-708 9480 
www.moma.org 
Bonnard: (1867-1947): a major 
retrospective, including over 100 
paintings produced between the 
1890s and 1940s. These number 
amongst them landscapes, stiff 
lifes, a series of nudes, and 
several self-portraits; to Oct 1 

Rerpont Morgan Library 

Tel: 1-212-685 0003 
Master Drawings from The State 
Hermitage Museum, St 
Petersburg, and The Pushkin 
State Museum of Fine Arts. 
Moscow. 120 European drawings 
dating from the 15th to the 20th 
centuries. Includes works by 
Rembrandt and DGrer, with 
particular emphasis on the 


modernists Matisse and Picasso; 
to. Jan .8 

OPERA 

Metropolitan Opera, Lincoln 
Center 

Tel: 1-212-362 6000 
www.metopera. org 
Alda: by Verdi. Placido Domingo 
conducts a production by Sonja 
Frisell, with a cast starring Maria 
Guleghina and Vladimir 
Bogachov; Sep 29; 

Oct 3 

PARIS 

CONCEPT 

Theatre des Champs Elysees 
Tel: 33-1-49525050 
Orchestra National de France: 
conducted by Christof Perick in 
works by Strauss and Mahler 
Oct 1 

DANCE 

Theatre des Champs Elysees 
Tel: 33-1-49525050 
Cuban National Ballet Swan 
Lake, in a staging by Alicia 
Alonso; Sep 29 

EXHIBITION 
Couvent des Cordeliers 
Tek 33-1-4046 0547 
S'asseoir au XXfeme sifecte: 
display devoted to the evolution 
of the chair, including major 
examples of 20th century design; 
from Sep 29 to Dec 17 

OPERA 

Theatre des Champs Elysees 
Tel: 33-1-49525050 
Eugene Onegin: by Tchaikovsky. 
European Union Opera 
conducted by Vladimir Jurowski 


in a staging by Nikolaus 
Lehnhoff; Oct 5 

SAN FRANCISCO 

OPERA 

San Francisco Opera, War 
Memorial Opera House 

Tel: 1-415-864 3330 
www.sfopera.com 
A Streetcar Named Desire; world 
premiere of a new opera by 
Andre Previn, with a libretto by 
Philip Lrttell based on Tennessee 
Williams' play. The staging Is by 
Colin Graham, with designs by 
Michael Yeargan. Andre Previn 
conducts the September 
performances (Patrick Summers 
in October). Cast indudes Renee 
Fleming (Susannah Glanviile in 
Oct) and Rodney Gltfry, Sep 29; 
Oct 2. 4 

STOCKHOLM 

EXHIBITIONS 
Modema Museet 
Tel: 46-8-5195 5200 
www.rrmdemamuseet.se 

• International Surrealism: 
works from the collection by 
artists including Dali, Duchamp, 
Magritte, Ernst and Giacometti; 
to Oct 5 

• Man Ray: Objects of My 
Affection. Album comprising 36 
sheets compiled in 1944 when 
Man Ray was working in 
Hollywood; to Oct 5 

TORONTO 

OPERA - 

Canadian Opera Company. 
Hummingbird Centre 

Tel: 1-416-363 6671 


www.coc.ca 

Tosca: by Puccini. Conducted by 
Richard Bradshaw in a staging 
by David William. Cast Includes 
Sylvie Velayre and Cesar 
Hernandez; Sep 29; Oct 1 , 4 

ZURICH 

EXHIBITIONS 
Kunsthaus Zurich 
Tek 41-1-251 6765 
Max Beckmann and Paris: more 
than 100 masterpieces of 
modem art from public and 
private col lections around the 
world. Works by Beckmann are 
shown alongside paintings by 
Matisse, Picasso, Braque, L6ger 
and Rouault; to Jan 3 

• WORLD SERVICE 
BBC World Service radio for 
Europe can be received In 
western Europe on medium wave 
648 kHZ (483m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN fntemational 
Monday to Friday, GMT: 

06l3O: Moneyfine with Lou Dobbs 
1330: Business Asia 
1930: World Business Today 
22.00: World Business Today 
Update 

• Business/Market Reports: 
05:07; 06:07; 07:07; 08:20; 0920; 
1020; 11:20; 11:32; 1220; 13:20; 
1420. 

At 0820 Tanya Beckett of FTTV 
reports live from LJFFE as the 
London market opens. 
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PETER MARTIN 


Greater expectations 

Bankruptcy no longer carries the stigma suffered by Little Dorrit, 
but today's financial engineers must be made more accountable 


Close by the FTs London 
office is a small, rather 
shabby public garden. It 
makes a poignant spot from 
which to contemplate the 
crisis and rescue of 
Long-Term Capital Manage- 
ment. the hedge fund based 
in Greenwich, Connecticut 
that last week succumbed to 
a mountain of debt. 

The garden is the site of 
the Marshalsea debtors’ 
prison, immortalised in 
Dickens' novel Little Dorrit. 
The prison has long gone. 

The overgrown state of the 
garden that stands in its 
place symbolises how 
hopelessly outdated is the 
principle of imprisonment 
for debt and the notion of a 
lifetime obligation to repay. 

By contrast, Long-Term 
Capital Management symbol- 
ises the triumph of a newer 
principle: limited liability, 
the right to walk away. It is 
not just the hedge fund's .. 
own status as a limited 
liability partnership that 
signals this triumph. Rather, 
it is the layer upon layer of 
attenuated responsibility 
that the crisis reveals. 

The Federal Reserve, 
ultimate guarantor of the US 
financial system, encouraged 
a rescue limiting the threat 
to the fund and its 
counterparties) but did not 
itself take part (limiting its 
own political exposure). 
Options - the type of 
derivatives market in which 
Long-Term Capital 
Management's rocket 
scientists earned their Nobel 
prizes - have as their 
essential component a limit 
on the exposure of their 
purchasers. The hanks that 
lent the hedge fund many 
billions of dollars are 
themselves limited liability 
institutions. And any 
individual investors in the 
fund who find themselves 
pushed into bankruptcy by 
their losses will suffer only 
passing inconvenience and 


little social stigma. 

That none of the 
participants is threatened 
with life in a debtor's prison 
stems from a choice made 
150 years ago. Starting 
around the 1840s, developed 
economies made a historic 
shift towards limited 
liability and permissive 
bankruptcy laws, and away 
from locking up debtors or 
bankrupts unto they had 
paid creditors every penny. 
There were powerful reasons 
for this choice. Governments 
in northern Europe and the 
US made It with the explicit 
intention of fostering 
entrepreneurial behaviour. 
They were rewarded with an 
explosion of economic 
activity. And they ended a 
hatefUl system which 
condemned Little Dorrit to 
be (in the words of Dickens' 
sub-title) "A child of the 
Marshalsea". 

In the intervening century 
and a half, we have come to 
take this shift for granted. 
The limits on liability are 
seen not as an explicit trade 
off for creative economic 


activity, but as an Inherited 
right. They continue to be 
pushed further into nooks 
and crannies of the 
economy. Lloyd's of London, 
whose structure predated 
the corporate law reforms of 
the 1840s, is still in tbs 
process of shifting away 
from unlimited personal 
liability. Accountancy firms 
are making a similar switch, 
bath for their individual 
partners and for their 
collective liabilities for their 
opinions. Bankruptcy laws 
get weaker whenever they 
are revised. 

The mountain of 
speculative, highly leveraged 
transactions undertaken by 
hedge funds Is merely the 
most visible monument of 
this transformation. They 
raise a legitimate question 
for public policy, however. If 
the' broader purpose of the 
relief of personal 
responsibility for debt is not 
bring achieved - if It has 
produced excessive 
speculation and moral 
hazard - then there is scope 
I for questioning the social 



and economic efficacy of the 
change. No one would 
advocate a return to the 
Marshalsea. But restrictions 
on the scale of speculative 
borrowing are surely worth 
considering, if they can be 
effectively enforced. 

That la only part of the 
story. There is also a 
question for individual 
business managers to 
consider. The status and * 
sanctity of debt has clearly 
changed over the past 
century and a-batt. It has 
changed most dramatically 
since the Inauguration of the 
junk bond era little more 
than a decade ago. Implicit 
contracts were broken in the 
wave of debt issuance, as 
companies rushed towards 
more highly geared efficient 
capital structures. Leveraged 
buyouts loaded companies 
down with debt, drastically 
changing the value of 
outstanding obligations. 

As business school 
professors tell today's 
-students, debt has an 
implicit option embedded in 
it - you can choose not to 
repay. The option, is more 
clearly visible than ever 
before. Arguably, it Is more 
often voluntarily exercised 
than in the past And it is 
probably under-priced. 

Business practice has not 
changed to reflect the 
contingent nature of modern 
debt Investors, underwriters 
and issuers still behave as If 
it were a sacrosanct 
obligation. But in truth the 
legal framework has 
changed and - more 
importantly - so has the 
mental commitment of 
borrowers. Lending practices 
should reflect this shift. Too 
often they do not . 

The Marshalsea has one 
other reminder to offer. 
Whatever the theories that 
won those Nobel prizes say, 
people do not make entirely 
rational calculations of risk 
and reward. Despite the 
draconian nature of history’s 
punishment of debtors, past 
investors were just as 
capable as today's of punting 
wildly on an unsure thing. 
Human nature has not 
changed, even if laws and 
obligations have altered 
drastically. Little Dorrit. 
who grew up among the 
failed dreamers of the 
Marshalsea. would find 
herself quite at home in 
Greenwich, Connecticut 

peter.nuirtmfaFT.com 


LETTERS TO THE EDITOR 


Majority of UK companies would 
choose Tory Emu option,; if asked 


From Mr Fronds Maude HP. 

Sir. Your front page item 
“Most UK companies favour 
joining Emu” (September 38) 
manages to misinterpret the 
results of your own survey. 
It is simply absurd to 
describe as a "severe blow to 
the Conservative leadership” 
a survey showing that 74 per 
cent of British business is 
opposed to fmmpdinte entry 
to the euro zone. 

Neither does ..your poll 
bear out the bald assertion 
that two-thirds of British 
companies want the UK to 
adopt the single currency 
“after the next general elec- 
tion at the totes? (emphasis 
added). 

It shows that, given the 
choice of joining now, after 
the next general election, or 
never, much of British busi- 
ness chose the middle 
option; at some unspecified 
time after the next general 
election. The Conservative, 
party offers another ' centre 
group option: the option 
joining in the parliament 
after next. 

.Your poll does not even 
say what “after the next gen- 
eral election” means. Imme- 
diately after? Ten years 
after? TO suggest, therefore, 
that 37 per cent “support 
joining the euro after the' 
next general election at the 
latest ” is miHiftarfing sensa- 
tionalism. The option we 
offer, possibly to join in 
seven or eight years' time, is 
“after the next general elec- 


tion" too. And tt is dear 
from the quoted remarks of 
those -who supported the" 
middle; option -.that they 
share exactly, the concerns 
that have: led the Conserva- 
tive party 'td'fls current pol- - 
Icy . I suspect that if they bad 
been offered the option that 
most nearly matches oar pol- 
icy, of not joining- at least 
until we have had a chance ' 
to see . it working in bad 
times as wen as good, very 
many would have chosen it 
There is no question of our 
position producing isolation 
from' the' business mam- 
stream. We say not now. We . 
do not say never. Your poll 
suggests that British busi- 
ness twnka this is the sensi- 
ble approach. We are grater- 
ful for their support 

Frauds Maude, 
shadow chancellor, 

Houseaf Commons, 

London SW1A OAA, UK 

From Lord Omton-Davis and . 
others. • 

Sir, It was encouraging to . 
note in your survey that 
there is growing support 
within business for the intro- 
duction of the euro (“Two- 
thirds of UK companies want 
Britain to Join Emu"). We 
believe, however, that there 
needs to be a deeper, under- 
standing among businesses 
in the UK of how the Euro- 
pean Union works in every 
area, not just the single cur- 
rency. 


That is why we, the under; 
signed, lead our unequivocal 
support^ to-' the fellows hip 
propamme xurrentiy under 
development by Europe 2L 
This. win provide the chance 
for "young people employed 
in British businesses to 
spend up to one year work- 
ing on secondment in one of 
the'EXTs institutions. 

In our experience, compa- 
nies. in the rest .of file EU 
tend to have a higher degree 
of familiarity with the work- 
ings 'Of those institutional 
structures, arguably provid- i 
fug them with a' competitive j 

advantage. -. 

After decades of insularity, 
we need to catch up with our 
European partners - and 
develop stronger links with 
Brussels. . Europe 21 is pro- 
viding a valuable first step. 

Lord CM n ton -Davis, chairman. 
Europe 2U 

Lord Hunt of the Wirral. senior 
' : partner. Beacbcraft Stanleys. 

. Simon Holmes, partner, S-J. 
Benia ACo, - 

Sir David Alliance,- chairman. 
Coates Vyella, 

Amir Bbatla, chairman. The 
Forbes Treat, 

' Mite Bake, senior partner, 
KPMG, 

Stephen O'Brien, chief execn- 
-tria, London First, 

Stephen Lock, director, Lodgate 
CommoMcathms. 

Michael Doherty, managing 
director, McNlchotas. 

Lord -Baskina, chairman. 
Northern Foods, 

Gordon Adam MEP, 

Alan Donnelly MEP, 

NaH Klimock. commissioner to 
the ED.,. 

Peter Temple-Morris MP, 

Lard Tonumsan af Walsall MEP 


Short-term cover under trades description 


From Mr Mark Aarons . 

Sir, Amid the debris left 
behind following the col- 
lapse of Long-Term Capital 
Management, should we in 
the UK at least take some 
comfort in the knowledge 
that a recourse to devastated 
shareholders of the fund 
would have been available 
under the. Trades Descrip- 
tion Act? A more legally 


secure definition of the 
fund's activities during its 
brief lifetime might have 
been Short-Term Capital 

Marie Aarons, 

3 St Regis Heists, . 
Ffrecrest, 

London NWS 7NE, UK . 

From Mr Aaron Overy. 

Sir, Does, the success of 


the Federal Reserve in secur- 
ing a bail, out for Long-Term 
Capital Management mean 
that the Bank of England 
will be stepping in to com- 
pensate me for my dreadful 
trading decisions? 

Aaron Overy. 

4 Homester Road, 

Tooting. 

London SW17 OJN, UK 


No sign of 
inflationary 
pressure 
build-up 

From Mr David HUlier. 

Sir, If there’s one thing 
that Is dear from all the sta- 
tistics, surreys, and anec- 
dotal evidence available to 
UK economists it is that the 
economy is slowing down 
fairly rapidly. What is more, 
the slowdown is across the 
board rather than limi ted to 
manufacturing. 

’ Addin the impact that the 
crisis in emerging markets 
will have on output and 
prices over the next year, 
and it seems odd to be even 
thinking about interest rate 
rises, let alone writing about 
them. 

But against this back- 
ground your paper's crusade 
for tighter policy means 
front page space is devoted 
to small upward revisions to 
gross domestic product and 
the possibility that the out- 
put gap might be larger than 
we previously thought 
(“Bank may be deterred 
from rate cut", September 
25): If that is as frightening 
as you suggest, where is the 
. associated infla tion or build 
up in inflationary pressures? 

Earnings growth has 
fallen from a near 6 per cent 
peak in March to 4.3 per cent 
in July. Underlying inflation 
is back at the 5L5 per cent 
target, harmonised inflation 
is lower still at 1.3 per cent 
A weaker pound might 
increase inflationary pres- 
sures over the next year, but 
if incomes and employment 
are falling why should con- 
sumers accept higher prices? 
If there’s a danger now it is 
that policy will not be loos- 
ened quickly enough, rather 
than that policy will be loos- 
ened too soon. 

David HUBer, 
chief UK economist, 
Barclays Capital, 

5 The North Colonnade, 
Canary Wharf, 

London E14 4BB, UK 


Number One Southwark Bridge, London SE1 9HL 
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Even with a rowirt;' concerns 
about a global economic crisis, the 
facts about Hone Kong speak 
for tit c in selves. 

In Asia, no other economy has 
such a strong fundamental base 
for future- growth and prosperity. 

Hung Kong is facing the 
challenges or die global economic 
adjustmeiir with confidence. Costs 
or doing business are coming 
down. Value and com peri riven css 
arc increasing. Hong Kong's free- 
flow of information and regulatory 
systems underpin our position as 
Asms most open economy. 

\vhen you have all the i acts - the 
judgement is dear. 
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Paying for privilege 


As financial demands 


O ne of the most 
contentious issues 
at the annual 
meeting of the 
World Bank and the Interna- 
tional Monetary Fund next 
month will be a proposal to 
raise the price of World 
Bank loans. The proposal, 
made by the Bank's manag- 
ers, was accepted by the 
board In late July after a 
vote that was the closest In 
the organisation's history 
and one of its most conten- 
tious. The Idea must now be 
approved by the governors 
at the annual meeting. 

The managers want to 
raise the cost of borrowing 
to plugtbe widening gap 
between the Bank's net 
income and the demands 
placed on it Net income has 
been fairly constant at 
around $ibn a year. But net 
disbursements in the past 
year have been almost three 
times higher than was expec- 
ted before the Asian crisis. 

This Increase means the 
Bank has to raise its 
reserves and its loan loss 
provisions, leaving less 
money for other purposes. 
These Include reducing 
charges to borrowers who 
repay on time, making ad 
hoc grants to states ranging 
from the former Soviet 
Union to Rwanda and trans- 
ferring money both to the 
Bank's soft-loan affiliate, tbe 
international Development 
Association (IDA) and to the 
| fund for Highly Indebted 
Poor Countries. In short, 
demands on the Bank’s 
purse are piling up. 

So why has the proposal to 
raise charges — and hence 
provide money to meet more 
of these demands - been so 
contentious? For one thing, 
many of the Bank's borrow- 
ers, who would have to pay 
more, are facing extreme 
economic distress. For 
another, they think rich, 
non-borrowing countries are 
not bearing their fair . share 
of the Bank’s growing bur- 
den and, say the borrowers, 
should accept more of the 
cost by agreeing to increase 
the Bank's capital. 

A capital increase would 
shift the burden because it 
would mean the Bank would 
not have to transfer so mud) 
net income to reserves when 
disbursements rise, leaving 
more for other purposes. It 





on the World Bank soar, .Group of Seven countries should start 
bearing their, fair share, of the burden 

• Rich countries should 
agree to a modest capital 
increase of S20bn. Over five 
years, this imposes a burden 
of no more than J-JOOm a 
year on the G7, of which the 
US share would be about 
$l30m annually (three times 
the cost of the Stan- report). 
This would help restore the 
balance between the distri- 
bution of power and the 
costs of. “ownership". 

A There should be an imme- 
diate 10 per cent cut in the 
administrative budget and 

- zero growth over the next 
'four years. 

• Borrowing countries 
should agree to a modest 
increase in charges, but 
make it a differentiated 
increase. At present the 

LiflMwdnfl the load: rich states should increase contributions Bank charges the same rate 

for all borrowers. This policy 

accords with the basic gover- facing the slightest risk of penalises countries that bet- 
nance principle of tbe Bret- having to pay more. The bor- ter manage their economies, 
ton Woods institutions, that rowers have to pay. : and it diffuses among all 

those who exercise power Thisis manifestly unjust, borrowers, including the 
should be held accountable To correct it, the rich conn- poorest, the risks of R?nif 
through the wallet by paying tries should increase the lending to high-risk coun- 
a share of the costs roughly Bank's capital. But that is tries of geopolitical Interest 
in proportion to their share not alL The other major to the major shareholders 
of voting rights. stakeholder group in the (such as Russia). 

The problem is that this Bank — managers and staff - • The Bank should be 
principle has been eroded should also bear some of the asked to commit Itself to a 
over time. In practice the cost of raising net income, subsidiarity principle. Wber- 
amount of money paid Into The Bank’s administrative ever a problem and potential 
the World Bank from the budget has been growing in benefits are clearly regional, 
budgets of the rich member leaps and bounds. In real regional multilateral organi- 
coun tries is now nearly zero, terms, it is now twice as sations should bear the bur- 

— den first Only where they 

_ _ _ . . . . , are weak should a global 

Those who exercise power should be . institution like the Bank mi 
held accountable by paying a share of 
the costs roughly in proportion to ite’nqhto B^dTor 
their share of voting rights • ^ro^he^pro^Son ^ 

- -7 — global public goods, such as 

research on tropical dis- 

The World Bank's large high per project as it was eases, tropical agriculture 
reserve s. together with the during the 1970s and almost and the oceans, 
negligible default rate five' times higher per dollar By spreading the costs of 
among its borrowers, mean of outstanding loans than at raising the Bank's net 
that the liabilities of rich the European Investment income among all stake- 
countries are also, in prae- Bank. This growth reflects holders, not just borrowine 
tice, almost zero. Yet power, both the Bank's ever- countries, these proposals 
as expressed In voting proliferating , agenda (envi- can help to restore the basic 
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accords with the basic gover- 
nance principle of tbe Bret- 
ton Woods institutions, that 
those who exercise power 
should be held accountable 
through the wallet by paying 
a share of the costs roughly 
in proportion to their share 
of voting rights. 

The problem is that this 
principle has been eroded 
over timek In practice the 
amount of money paid Into 
the World Bank from the 
budgets of the rich member 
countries is now nearly zero. 


facing the slightest risk of 
having to pay more. The bor- 
rowers have to pay. 

This is manifestly unjust. 
To correct it, the rich coun- 
tries should increase the 
Bank's capital. But that is 
not alL The other major 
stakeholder group in the 
Bank — managers and staff - 
should also bear some of the 
cost of raising net income. 
The Bank’s administrative 
budget has been growing in 
leaps and bounds. In real 
terms, it is now twice as 


Those who exercise power should be 
held accountable by paying a share of 
the costs roughly in proportion to 
their share of voting rights 


The World Bank's large 
reserves, together with the 
negligible default rate 
among its borrowers, mean 
that the liabilities of rich 
countries are also, in prac- 
tice, almost zero. Yet power, 
as expressed in voting 
rights; continues to be 
heavily skewed towards rich 
countries. The Group of 
Seven large industrial coun- 
tries have a combined share 
of 43 per cent, and their 
lnfluence costs than practi- 
cally nothing. They can 
demand more and more envi- 
ronmental social assess- 
ments, push for. more special 
projects in places of geopolit- 
ical concern to them without 


high per project as it was 
during the 1970s and almost 
five" times higher per dollar 
of outstanding loans than at 
the European Investment 
Bank. This growth reflects 
both the Bank's ever- 
proliferating agenda (envi- 
ronmental studies and the 
rest of it) plus an enormous 
expansion in the costs of the 
board, the president's office, 
endless reorganisations, and 
public relations. The Bank 
simply passes these costs on 
to borrowers. It should do 
more to.restrain them. 

The annual meeting pro- 
vides an .. opportunity to 
rethink the proposal to raise 
the price of its loans; 
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Triangle of 
social democracy 


With the victory of the Social 
Democrats in Germany, the 
centre-left now rules in most of 
the European Union. Indeed, for 
the first time in postwar history, 
the Union’s three most influen- 
tial members, Germany, France 
and Britain, are governed by 
Social Democrats. This undoubt- 
edly brings new opportunities for 
cooperation between them. 

But before assuming that a 
new constellation of centre-left 
forces is about to click smoothly 
Into place, it is as well to remem- 
ber how loose a term centre-left 
is in Europe. Each country has 
its own pofitical centre of grav- 
ity. Britain's is well to the right 
of France’s, with Germany’s 
somewhere in between. Added to 
this is the importance of the lead- 
ers’ differing personalities, holds 
over their own party, parliamen- 
tary majorities and allies. In all 
these areas, question marks still 
hang over the new chancellor, 
Gerhard SchrOder. 

During his cam pai gn he talked 
of the need to bring Britain Into 
the Franco-German relationship 
- and subsequently reassured a 
nervous Paris that be values ties 
across the 'Rhine more than ties 
across the North Sea. Nonethe- 
less. Mr Schrflder is from north- 
ern Germany like his SPD prede- 
cessor. Helmut Schmidt, and is 
clearly ready for closer relations 
with Britain as Mr Schmidt once 
was. 

The three leaders' most likely 
area of common action is over 
unemployment. They are 
restrained from pumping up 
demand by the Stability Pact, to 
which the UK has effectively 
bound itself as tightly as any 
member of the euro-zone. The 
culture of fiscal responsibility is 
also deeply ingrained in most 
Germans, even of the left. 


But most social democrats do 
not like to leave everything to 
bankers. Germany, especially if 
Oskar Lafontaine becomes 
finance minister, is likely to be 
more open to French calls to 
develop a political counterweight 
to the European Central Bank, 
and to give some political repre- 
sentation to the euro-zone In the 
outside world. 

Domestically, there Is scope for 
greater co-operation on supply- 
side remedies to unemployment 

through increasing the flexibility 
of labour markets. There is no 
EU policy on this, only a recent 
commitment by member states to 
compare labour policies and 
learn from each other. So far, 
this has not achieved much. But 
it may he that centre-left govern- 
ments will feel less inhibited 
about taking lessons from each 
other than from governments of 
different political hues. 

The prospect of a Green becom- 
ing Germany's next foreign min- 
ister need not rock the boat Most 
German Greens are now recon- 
ciled to Nato. and on some issues 
like Kosovo could become hawk- 
ish proponents for Nato interven- 
tion to stop the killing 
there. 

But shared ideology will bump 
against the hard rock of national 
Interest as the EU turns this 
autumn to negotiating its Agenda 
2000 funding reforms. Here Tony 
Blair and Lionel Jospin win find 
Mr SchrOder adamant in demand- 
ing a cut in Germany’s Ell contri- 
bution. Germany became harder- 
nosed in pursuit of its interests 
in Helmut Kohl’s final year, 
when he was no longer the “great 
facilitator" of EU deals. Messrs 
Blair and Jospin will be lucky if 
their appeals to socialist solidar- 
ity can mollify Mr SchrOder when 
it comes to money- 


Schroder: driving on the left? 

Peter Norman looks at how easy it will be to form a red-green coalition and considers the 

policies the new German government is likely to adopt 

A 


Slovak hopes 


The black sheep of central 
Europe wants to return to the 
fold. The rejection by Slovak vot- 
ers of the divisive and undemo- 
cratic policies pursued by Vladi- 
mir Mecfar, the prime minister, is 
the first decisive signal that the 
country wishes to rejoin the fast 
track towards integration with 
the west: The victory of the oppo- 
sition. parties in the weekend’s 
general election deserves a posi- 
tive response from the European 
Union and Washington. 

Mr Medar earned his place in 
history as the architect of Slovak- 
ia’s independence, established in 
the velvet divorce from the Czech 
Republic in late 1992. But his 
record since has damaged its 
interests, leaving Slovakia iso- 
lated as the only country in the 
region rejected for early member- 
ship of Nato and the EU for polit- 


ical reasons. 

. The poll is only the first step. 
Mikulas Dzurinda, the untried 
leader of the Slovak Democratic 
Coalition, must now show that he 
can hold together the disparate 
opposition forces. Their hard-won 
unity must be turned to positive 
use to develop democratic prac- 
tices and the rule of law. 

Economic and political differ- 
ences, and personal ambition, 
will doubtless drive the parties 
apart eventually. But at least in 
the next parliament they must 
unite behind a mission to com- 
plete the transformation of Slo- 
vakia to a market economy, to 
end Mr Meciar’s crony capitalism 
and to build respect for democ- 
racy. ff the reforms are forthcom- 
ing, the EU must make sure that 
the way back to the fast track is 
no longer blocked. 


Oslo, again 


Once more into the breach. 
Yesterday. President Bill Clinton 
managed to bring together at the 
White House Benjamin Netan- 
yahu. Israel’s prime minister, and 
Yassir Arafat, the Palestinian 
leader, in yet another US attempt 
to break the 19-month-old dead- 
lock in the Oslo peace process. 

Until yesterday, the two lead- 
ers had not met face to face for 
more than a year. And there is 
some reason to suppose that 
agreement may emerge on a mod- 
est US plan for an Israeli troop 
pull-back from the West Bank. 
Yet there is little reason to hope 
that this will reopen the path 
towards a permanent settlement 
or the Israel/Palestine dispute. 

Washington wants a phased 
Israeli withdrawal from 13 per 
cent of the West Bank, and a 
“time-out’ 1 on Jewish settlement 
building on occupied Arab land, 
as a prelude to “final status" 
negotiations. These would 
include the fate of the settle- 
ments and occupied east Jerusa- 
lem, the return of more West 
Bank land to the Palestinians. ■ 
and whether it will be recognised 
as an independent state. 

Mr Arafat reluctantly accepted 
the deal in February. He was 
expecting at least 30 per cent of 
the territory at this overdue 
stage of the “interim" Oslo 
accord By early May, Madeleine 
Albright, US secretary of state, 
gave Mr Netanyahu an ultima- 
*ium. He ignored Ker - instead 
journeying to the US for talks 
with me powerful American Jew- 
ish lobby. Israeli officials 
believed the likelihood of Ameri- 
can pressure, with Mr Cljnton 
absorbed by his domestic difficul- 
ties and congressional elections 
near, was practically nil. 

They were, and are.' almost cer- 
tainly right. In any case, Mr 


Netanyahu was always likely to 
agree to an interim bargain very 
much in Israel's favour. If an 
agreement is reached now, it is 
largely because he and the 
Americans wish to dissuade Mr 
Arafat from announcing to the 
UN general assembly that on 
May 4 next year - the date set by 
the 1993 Oslo framework deal for 
concluding final status talks - he 
will declare a Palestinian state 
unilaterally if no •final agreement 
has been reached. 

Preliminary reports yesterday 
suggested Mr Arafat had agreed 
to leave that threat out of the 
speech he was due to make to the 
assembly last night. But a mini- 
mal pull-back now will not be 
enough. A real breakthrough 
needs Israel to be persuaded that 
its own. security requires a bal- 
anced settlement with the Pales- 
tinians - which means a Pales- 
tinian state. 7 The Netanyahu 
government instead envisages 
administrative self-government 
on half the West Bank or a tenth 
of historic Palestine, broken up 
by Jewish settlements into iso- 
lated Bantustans, with Arab east 
Jerusalem under Israeli sover- 
eignty - in short, a blueprint for 
another generation of strife. 

With few arms at his disposal 


s soon as Gerbard 
Schroder's electoral 
triumph - was assured, 
his rhetoric changed. 
Suddenly, be started talking 
about the “new centre" again. 
Addressing jubilant supporters at 
the headquarters of Germany’s 
Social Democratic Party, Ger- 
many's next chancellor said that 
he wanted to build support for a 
Neue Mitte of of German politics. 

It is the sort of thing Tony 
Blair, the UK prime minister, 
likes to talk about, even (when 
he has the time) Bill Clinton, Che 
US president. But the phrase had 
been largely missing from Mr 
Schroder's public speeches in the 
latter part of the SPD’s election 
campaign. Then, in his big 
open-air rallies intended primar- 
ily to rally the party faithfrl, he 
would call for social justice and 
promise to roll back the supply- 
side reforms of Helmut Kohl's 
last two years in power. 

The prospect of forming a sta- 
ble government seems to have 
made all the difference. Yester- 
day morning, it became clear 
that a coalition between the SPD 
and the Greens would have a 
comfortable 21 -seat majority in 
the Bundestag, the lower house 
of parliament The momentum 
seems to be unstoppable. Around 
lunchtime, both parties declared 
they were ready to negotiate and 
agreed to the first contacts on 
Friday. 

It would be the first ever red- 
green coalition In Bonn and the 
first time a green party would 
have significant representation 
in any of the big economies of 
the west 

But what would a red-green 
government actually be like? 
Would Mr SchrOder be forced to 
be a leftwing leader of a leftwing 
coalition, pushing Germany 
down a quasi-socialist path after 
16 years of Helmut Kohl's centre- 
right government? Or would Mr 
SchrOder. as chancellor, be able 
to adopt a more pragmatic, busi- 
ness-friendly approach, as he has 
in Lower Saxony, where he has 
governed with an absolute major- 
ity since 1994? 

Yesterday. Mr SchrOder went 
out of his way to show that he 
would be pragmatic and to be 
reassuring to middle-class voters 
who bad abandoned old loyalties 
and supported the SPD for the 
first time. 

He stressed his commitment to 
economic stability, to law and 
order and to continuity in foreign 
policy. He reaffirmed that his 
economics minister would be Jost 
Stollmann. a former computer 
entrepreneur who does not 
belong to any party and who 
riled SPD traditionalists and 
trade unionists in the election 
campaign with pleas for welfare 
reform and greater individual- 
ism. 

Mr SchrOder also said a red- 
green coalition would be the “log- 
ical consequence of the election 
result". It seems like the most 
likely. The most plausible alter- 
native, a grand coalition with the 
Christian Democratic Union, was 
firmly rejected by all the parties 
of Mr Kohl’s outgoing coalition. 

The Green leaders made no 
secret yesterday of their wish to 
be in government setting no con- 
ditions for coalition talks. For his 
part Mr SchrOder promised to be 
cautious when negotiating with 
the Greens saying talks would be 
pursued with “care rather than 
speed". 

He has Little need to hurry, 
since he enters the negotiations 
from a position of strength: his 
party sharply increased its share 





of the vote to 40.9 per cent from 
36.4 per cent four years ago, 
while the Green share dropped to 
6.7 per cent from 7.3 per cent. 

There are also many areas of 
broad agreement between the 
two parties. Both SPD and 
Greens are pledged to cut unem- 
ployment and have plans for 
“ecological tax reform” which 
would put taxes on the use of 
energy to flnaneg a reduction of 
Germany's social security levies 
that boost Its high non-wage 
labour costs. 

Both SPD and Greens plan 
reform of Germany’s complex 
and inequitable tax system, but 
with only limited cuts in top tax 
rates from 53 per cent to 49 per 
cent and 45 per cent respectively. 
Both want to channel more sup- 
port to famiiiBR. Both want more 
spent on education and research 
and development. 

. Both want to liberalise Ger- 
many's restrictive nationality 
laws. Both want to run down the 
peaceful use of nuclear energy, 
with the Greens setting a faster 
pace than the SPD. In foreign 
affairs, the Green party ban man- 
aged gradually to dilute its once 
strongly pacifist stance. 

An eventual red-green govern- 
ment would be more geared to 
redistributing wealth than Mr 
Kohl's coalition in the past two 
years. But it may not he a drastic 
departure from other German 
governments. Voters with longer 
memories would be reminded of 
the Kohl governments of the 
1989s which pursued policies of 
limited tax reduction and 
increased the scope of Germany’s 
already generous welfare state. 

All the same, none of this 
means a red-green coalition is 
home and dry. Both sides may 
have difficulties in reaching an 
accommodation. 

The SPD and Green pro- 
grammes differ on many issues, 
such as whether to support new 
motorways (SPD for. Green 
against) and whether to build the 


revolutionary Transrapid mag- 
netic levitation railway between 
Hamburg and Berlin (SPD for. 
Green against). 

Mr Schrflder, as a strong sup- 
porter of industry and the motor 
car, is an object of suspicion for 
many Greens. 

And for its part the SPD has 
mixed feelings about the Greens. 
On Sunday night, the SPD leader. 
Oskar Lafontaine, let slip tint his 
party’s supporters were split 
50-50 over which coalition part- 
ner to pursue, with half wanting 
a “grand coalition" with Mr 
Kohl's outgoing CDU. 

A problem for the SPD is that 
the Green party in the Bonn par- 
liament gives a deceptively mod- 
erate impression. It is dominated 
by pragmatic Realas such as 
Joschka Fischer, its leader in the 
Bundestag, the lower house of 
parliament The Green rank and 
file, who have a big say in party 
decisions, are more leftwing. Any 
coalition agreement would have 
to be passed by a national party 


A problem for the 
SPD is that the 
Greens in parliament 
give a deceptively 
moderate impression 


conference. 

Considering these tensions, 
how might a red-green coalition 
in Bonn work in practice? One 
guide is the recent history of sim- 
ilar coalitions in state govern- 
ments. Certainly, decision-mak- 
ing can be slow, as it proved in 
Hamburg last year, when negoti- 
ating a red-green coalition for the 
dty state took seven weeks. 

Another gloomy example 
comes from North Rhine West- 
phalia, Germany’s biggest state. 
For three years from May 1995, 


the red-green government in Dlls- 
seldorf was often in turmoil over 
a giant project to develop a 
brown coal field in the west of 
the state. 

But that case also shows how 
such coalitions can also come 
good. Since the Spring the coali- 
tion has been calm, reflecting the 
appointment of Wolfgang Clem- 
ent. a close ally of Mr Schrflder, 
as state prime minister. The 
change of leadership in Dflssel- 
dorf was of huge importance to 
Mr Schrflder. “His greatest strate- 
gic success was being able to 
secure the change of prime minis- 
ter in North Rhine Westphalia," 
says Roland Berger, the manage- 
ment consultant , and an occa- 
sional adviser to Mr Schrflder. 
“Wolfgang Clement has become 
the model of a modernising SPD 
leader”. He shows how red-green 
governments can be house- 
trained. 

Mr SchrOder too is an old hand 
at working with the Greens. His 
first administration in Lower 
Saxony between 1990 and 1904 
was a coalition with the Greens. 
JQrgen Trittin, one of the Green 
leaders to head the negotiations 
with the SPD, was a cabinet min- 
ister in that government Mr Trit- 
tin recalled those years as "the 
best of times" with the red-green 
government pushing through 
reforms or schools, universities 
and the police. 

Despite his pro-business repu- 
tation, Mr Schrflder also sees 
merit in red-green coalitions. 
“There is red-green cooperation 
at the level of local politics in all 
federal states and there are red- 
green governments in several 
important states. The day-today 
experience of people is that it 
works, ’’ he told the Financial 
Times earlier this year. 

The Greens, he said, were “also 
very rational when dealing with 
concrete problems". But it was 
important to hammer out an 
unambiguous coalition agree- 
ment. “You have to agree on a 


precise, rational programme and 
allow no diversions or the post- 
poning of difficult decisions. That 
is a mistake because you create 
an impression of incompetence." 

A further condition was that 
the SPD should “occupy those 
ministries which in the broadest 
sense concern the nation's secu- 
rity". That would mean economy 
and finance, home affairs, 
defence and justice. 

Although the division of jobs 
will come only after all other 
aspects of the coalition treaty 
have been agreed, it is an open 
secret In Bonn that Mr Schrflder 
would have no worries about Mr 
Fischer being Germany's next 
foreign minister. The environ- 
ment ministry would most proba- 
bly go to Mr Trittin while 
another ministry - health is one 
possibility - would possibly he 
taken by a female Green politi- 
cian. 

Yesterday, when asked about 
the prospects for the government 
if it were a red-green coalition, 
Mr SchrOder cited his own 
administration in Lower Saxony 
between 1990 and 1994 as a model 
of “absolute success". 

For Greens, however, there 
was, however, an ominous sub- 
text in his remarks. Half tongue 
in cheek, Mr SchrOder went to 
say that the sign of its success 
was that he was re-elected state 
prime minister in 1994 after four 
years with increased support for 
the SPD and without having to 
accept a new red-green coalition, 
“r make these remarks as an 
observation, not as a threat," a 
smiling Mr Schrflder said. But 
the implications were dear. 

Mr Schrflder sees a red-green 
coalition at national level as a 
step towards making the SPD 
Germany’s natural party of gov- 
ernment When confirmed chan- 
cellor next month, Mr Schrflder 
will only be the third Social Dem- 
ocratic leader of Germany since 
the second world war. He is 
determined not to be the last 


OBSERVER 


Mr Arafat’s threat to declare a 
state was originally a ploy. It was 
meant to focus Israelis on 
whether the)' could stomach a 
needless fight to reoccupy West 
Bank towns already ceded to the 
Palestinians, and Americans on 
whether they could afford the 
collapse of Oslo and a needless 
return to regional conflict 
Unless tiie US can get Israel to 
agree not only on a small pull- 
back but to negotiate a perma- 
nent deal in good faith, both 
these outcomes remain possibili- 
ties as the May 4 deadline looms. 


Bisky is back 
in black 


Germany’s Bundestag has been 
about as colourful as a night out 
in Bonn since the Green party 
swapped sandals and sarongs 
for the Armani-clad political 
mainstream. But aH that could 
change now the Party of 
Democratic Socialism, the heirs 
to East Germany’s Communists, 
are back in the lower house. The 
party's hard-core support 
includes a vigorous punk rock 
tendency: one of the PDS’s new 
parliamentary posse sports a red 
and green hairdo. Bullish party 
leader Lothar Bisky, elated and 
exhausted after his party’s 
unheralded success, ja 2 zed up 
his all-black outfit with a fetching 
tartan tie. 

It’s not just that Bisky, a former 
Communist party official, has a 
tftfrig about Caledoniai style. 
Recently returned from a short 
vacation in Scotland, he says he 
encountered any number at 
political kindred spirits. East 
Germans and Scots, he says, 
have lots in common: “Like us 
they have a strange history and 
the problems of a minority 
seeking acceptance” 

Eastern Germany, like 
Scotland, certainly lies 
somewhere to the left of the 
great po&icai divide. The PDS 
increased its share of the vote on 
Sunday despite being vilified by 
the mainstream, and largely west 
German, parties. 


Bisky's opponents win be 
hoping that the pugnacious 
former Communist party official 
now trips up. But the man 
himself seems well prepared. 
Another recent addition to his 
wardrobe is a pair of solid Doc 
Marten shoes. Just right for a bit 
of foot-stamping. 

Tongue tied 

The burghers of 
Schleswig-Holstein are at H 
again. On the day Germany 
stepped forward Into a brave 
new world of centrist politics, the 
country’s northem-mest state 
shuffled backwards. A majority of 
the electorate voted to reverse 
reforms designed to bring 
modernity and simplicity to the 
language of Luther and Goethe. 

The net result is that 
Schleswig- Hoi stein is out on a 
linguistic limb; schools in towns 
such as Bad Segeberg and 
itzehoe will from now on teach a 
slightly different tongue to their 
counterparts in Germany’s other 
15 states - not to mention 
Austria and the German-speaking 
parts of Switzerland, 

Luxembourg and northern Italy. 

It’s not pie first time 
Schleswig-Holstein has 
exasperated its neighbours, in 
the last century it was the 
subject of a border dispute so 
complex that it had Europe's 
finest minds reaching tor cold 
towels. British statesman Lord 
Palmerston remarked that only 
three people had ever 


understood the Schleswig- 
Holstein problem: one was dead, 
one had gone mad, while 
Palmerston himself had forgotten 
the answer. 

Capital punishment 

Congratulations to CGEA-Onyx, a 
subsidiary of French utilities 
conglomerate Vivendi, for malting 
the short-list for a FFr3.75bn 
waste treatment contract in • 
Sydney. The company is pleased 
as punch to be in the running for 
a 25-year concession to collect 
tinnies and other trash from the 
streets of “the Australian capital". 
Should leave plenty of time to 
brush up on the geography. 

Cash cow 

In its bad old days as a state 
monopoly, British 
Telecommunications was always 
being accused of milking its 
customers. Nowadays it's a 
different story: chief executive Sir 
Peter Bonfield roams the globe 
trying to outsmart and undercut 
other phone companies. 
Yesterday he popped up in 
Amsterdam, launching a mobile 
service claimed to be up to 
three-quarters cheaper than 
anything yet offered to the 
dialling Dutch. 

The handset comes 
appropriately packaged in a milk 
carton - meant to stress that 
mobile phones have become a 
bit of a commodity - sold 
everywhere from department 


stores to toy shops. There’s no 
lengthy form-filling: Just unpack 
the dinky Motorola handset, push 
any button, and you're 
connected to Telfort, a Joint 
venture between BT and the 
Dutch national railways. 

Fighting for market share . 
against the entrenched forces of 
privatised phone company KPN 
and a local offshoot of the UK’s 
Vodafone, Telfort is going out of 
its way to make a splash. The 
milk carton gimmick is a good 
way to start But keep an eye on 
the rate of chum. 

Red Oyster Cult 

Forget the financial argy-bargy in 
Tokyo. Lurching leasing 
companies and bombed-out 
banks are nothing compared with 
the threat faced by oyster 
farmers in Hiroshima Bay. Stocks 
of the succulent shellfish are 
threatened by a rising tide of red 
algae; in some areas, up to 90 
per cent of oysters are reckoned 
to have been wiped out 

The algae bloom, which turns 
the sea a fetching shade of 
reddish-brown, is thought to 
thrive when the water is warm 
and salty. Thanks to an unusually 
calm typhoon season, conditions 
in Hiroshima are just about 
perfect. The area provides Japan 
with half its winter supplies of 
edible bivalves, so seafood 
connoisseurs as well as Oyster 
fanners could be in lor a lean 
spell. So much for offshore 
investments. 


100 years ago 

Turkey's financial straits 
Constantinople. 24th Sept The 
penury in the Imperial Treasury 
is becoming very acute, and 
the discontent among the 
Turkish official class is 
increasing daily. The arsenal 
hands, and in fact all minor 
Government officials, have 
only received two months’ pay 
this year. As this scarcity of 
funds is attributed to the 
expenditure on the 
preparations in connection 
with the approaching visit of 
the German Emperor, it 
naturally tends to increase the 
general discontent-peuterj 

50 years ago 

European Economic Unity 
Washington, Sept 28. Sir 
Stafford Cripps, British 
Chancellor of the Exchequer, 
to-day called the 16 Nation 
Organisation for European 
Economic Co-operation "a 
beginning - not and end* 
towards European unity. 

He stressed the difficulties 
that confronted the O.E.E.C. 
now working on the full 
four-year programme, but 
reviewing achievements so far 
reached said they “were a 
milestone in international 
co-operation." Britain, he said, 
was "prepared to face 
dislocations if they will lead to 
true and toll economic 
co-operation." 
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THE LEX COLUMN 


Fool’s gold 


The decision by Goldman Sachs to 
abandon its initial public offering leaves 
the investment bank's senior manage- 
ment with a good deal of egg on Us fece; 
how could Wall Street's smartest have 
misread the market so badly? 

Goldman bravely asserts that this is 
only a temporary delay. It will try again 
when market conditions improve. But the 
feet that the firm will reopen the partner- 
ship in October shows that temporary is 
probably best defined in months, perhaps 
even years. That may be no bad thing. As 
many inside Goldman, as well as this col- 
umn. have argued, the benefits of going 
public are probably outweighed by the 
risks to the bank's uniquely successful 
culture. 

Either way, this enforced pause gives 
Goldman a chance to rethink to disentan- 
gle the financial benefits that flotation 
would have brought its partners from the 
strategic decision of whether to go public 
or not. One way of doing this might be to 
create an internal market for partner- 
ships. That would allow older partners to 
sell their stakes for more than the book 
value they get at the moment, while pro- 
viding young thrusters with a proxy for 
the equity packages available at rivals. 
Making such a market work will be 
tricky. But those Goldman partners who 
have just seen their dreams of getting 
four times book value disappear should 
have plenty of incentive to try. 

Germany 

After a negative campaign based on 
booting out Helmut Kohl at all costs, Ger- 
hard SchrOder must now define his own 
agenda. Without the same control over his 
party that Tony Blair wielded over 
Britain's Labour, Mr SchrOder risks being 
beholden to the SPD's left-wing, and, to a 
lesser extent, its likely Green coalition 
partners. With a grand coalition a reced- 
ing possibility, the Christian Democrats 
wifi be undble to exercise much of a mod- 
erating influence on the new govern- 
ment’s social spending plans. 

But fears of inflationary tax-and-spend 
are overblown. Fiscal policy may well be 
more expansionary than under Theo Wai- 
gel, but will still be constrained by the 
European economic and monetary union 
stability pact; and monetary policy will, of 
course, be the European Central Bank's 


Italian banks 

Stan prices ratafiw to tfw Conti tadac 



look-out 

Furthermore, the pressures for reform 
arising from the advent of the single 
European currency will only grow; the 
current upturn should not be allowed to 
mask the urgent need to make the Ger- 
man economy more flexible and competi- 
tive. Sweeping tax and welfare reforms 
that make Germany a better place to do 
business are unavoidable. 

Soap-box promises to roll back the few 
supply-side reforms of the Kohl era, such 
as t rimming generous pensions and si ck 
pay, have hardly encouraged investors 
hoping for a business-friendly Chancellor. 
But if Mr SchrOder is to deliver lower 
structural unemployment and make Ger- 
many’s early experience of Emu a success, 
tough decisions cannot be shirked. 

Internet stocks 

Marvellous thing the internet It can 
even magic away the global flnanHai cri- 
sis. Despite gloom all around, most inter- 
net shares are back within spitting dis- 
tance or their record highs. And eBay, an 
on-line auction bouse, soared over 160 per 
rant on its first day of trading last week. 

Internet investors have long had an 
ability to disconnect from the rest of the 
world. Witness the dizzy valuations on the 
companies. Ironically, these may start to 
look less silly. As conventional industries 
slow, the web's explosive growth will 
become more attract i ve. Yesterday’s fig- 
ures from America Online, doyen of the 
sector, pointed relentlessly upwards. It 
now has more than 15m members and 


revenues should rise by nearly 50 per cent 
to $&8bn in the year to next June.- The 
group is profitable trod cashflow positive, 
excluding acquisitions. Even better, both 
subscriber growth and advertising income 
are accelerating. 

With a market capitalisation above 
$30bn and a growing aura of respectability 
- it has just appointed General Colin Pow- 
ell to the board - AOL is becoming a 
conventional company. It is not there yet 
Its accounting is too aggressive and inter- 
net technology changing too fast to be 
confident that its profits will be sustain- 
able. But at eight times this year's reve- 
nues the valuation is only on a per with 
Pfizer, yet it is growing three times as 
fast That can no longer be dismissed as 
mere hype. 

Italian banks 

The Baryfl Commerciale Italians gaga 
gets ever more muddy. Deutsche Bank 
has acquired a 4% per cent stake In Italy's 
fo ur t h largest hank , while ri omm gzbank 
has Increased its stake to 5 per cent 
Surely a sign that the German banks are 
squaring up to bid for the bank? Not 
quite. A bid battle for BCI may be brew- 
ing. But the Germans are not the protago- 
nists. They seem to he lining up behind 
two Italians - San PaoLo-lMI In Deutsche's 

Case, arwi Ranra di Ro nra in Clr rmmer x. 

bank's. Moreover, the mar s halling of 
forces does not PnH there. Mftrtinhtmra js 
in the Banca dl Roma camp, Paribas (with 
a 4 per cent stake) seems to be backing 
s«n Paolo. Rumour has it that Credit Sui 
sse is also accumulating a stake. 

This bizarre manoeuvring is In part a 
legacy of the spider's web of sharehold 
ings through which Mediobanca used to 
m a r t hegemony over itahan financ e. The 
battle for BCI, one of Mediobanca's core 
shareholders, is in a sense a final a ttemp t 
to protect that old order. 

But the elaborate construction of alli- 
ances is also a result of protectionist 
instincts by the Bank of Italy, the central 
bank. Its insistence on vetting stakes 
above 5 per cent hardly sits well with 
Italy's pro-European rhetoric. Nor is it 
good for Italian banking. The right 
approach would be to allow an open auc- 
tion between local and foreign banks - 
and let the best industrial and financial 
solution prevail. 
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to forge S450bn alliance 


By Atex&tira Harney and 
Pad Abrahams In Tokyo 


Asahl Bank and Tokai Bank,' two of 
Japan's largest commercial banks, 
are forging ah alliance that could be 
the first step towards creating the 
country’s "second-largest bank with 
combined, assets . of Y61,200bn 
($450bn). 

The tie-up is the latest In a cqnsol- 
idation trend provoked by the banks’ 
stretched balance-sheets and the' 
country's. "Big Bang” financial 
reforms. ' . . --A 

It came as .a number of Japanese 
financial institutions revealed the 
scale of their exposure to Japan 
t .paging , • tvua' aTffUfl te of Long-Term 
Credit Bank of Japan that went into 
bankruptcy- on Sunday with . out- 
standing liabilities of Y2,180bn. 

LTCB itself, which under the lair 
est agreement between the opposi- 
tion and ruling Liberal Democratic 
Party will be nationalised, is owed 
Y255.6bii. ltfi shares fell 41 per cent 
to just Y14. Mitsubishi Trust is awed 
about Yl45bn; -while Sumitomo 
Trust’s exposure is Y135bnu and that 


of Norinchukin, the central office of 
the agricultural cre dit unions, about 
YUJObn. ' - 

. The Asahi-Tokai alliance appears 
to.' have been put together hastily.- 
Hideo Ogasawara, president of Tokai 
Bank, said there was- not sufficient 
time or funding to arrange a merger. 

: It is to be .implemented; in two 
stages, hi the first' stage, the" banka 
would merge outlets and. automatic 
teller -machines, link the internal 
mail systems,, and. reorganise over- 
seas operations. ------ •— 

_ - In the second stage, the banks 
would establish a “multi- 
. regional" bolding company to 
include tie^ps . with other financial 
institutions, including ' foreign- 
groups. Tatsuro Ito, Asabi Bank 
president, . the members of this 
. group were still a “blank sheet". 

Some analysts suggested, that capi- 
tal adequacy problems might have 
triggered the announcement. 

The two banks said that their first 
priority would be to restructure and 
to dispose of bad. and problem loans 
without the help- ^ public funds. 
They said Y50bn ini cost savings 


would' coine from closing outlets, 
eliminating overlapping operations, 
apd economies of scale. A “rigorous 
restructuring" would occur before 
the multi-regional holding company - 
was formed. “The biggest issue is to 
resolve our bad loan problems. We 
hope to balance out our problem 
loans .ns quickly as possible, but it 
- could take, between one and two 
years," -said Mr Ito. 

Hideo Ogasawara, Tokai Bank 
president, said the groups had been 
in discussions about a tie-up for sev- 
eral TnonHra- 

Anajysts said the deal could create 
a powerful retail force network. 

“By -tying these two banks 
together they will have strong retail 
franchises in the three largest com- 
mercial' and industrial centres in 
Japan,” said Brian Waterhouse, 
financial analyst at HSBC Securities 
in Tokyo. 

The announcement had little 
Impact on the banks’ share prices; 
Tokaf gained 034 per cent, or Y5, to 
Y536, and Asahi was up Y2 to Y387. 
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Europe today 

Portugal and most of Spain wtil be 
unsettled, with heavy rain moving in 
from the west, but south-eastern 
Spam should stay fine and hot 
Most of the central Mediterranean 
and the coastal Bafcarts wifi be dry 
with some sunshine, but showers 
wfl move through southern Greece. 
Centra! and northern Europe vrffi be 
irtsattted with rain and showers. 
Some of the heaviest rain Is Hkefy to 
be across western France and 
western Russia. H igh pressure wH 
keep northern Scandinavia bright 
but add with earty frost 

Five-day forecast 

Pressure will slay high across 
northern Scandinavia, allowing cold 
air to filter south through western 
Russia. North-west Europe will be 
unsettled at first with more rain, but 
it wfl turn drier and cooler lator in 
the week. Central Europe and much 
of the Mettiertaneon w* be fabty 
warm, but unsettled, with thundery 
rain. 
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French industrial confidence 
hit by emerging market turmoil 


By Robert Graham In Paris 


Fallout from, the Asian and' 
emerging markets crisis has . finally 
begun to dent the optimism of 
French industrialists. • • • 

In the latest survey of opinion con- 
ducted by Insee, the official French 
statistics agency, manufacturers’ 
expectations of an improvement in 
business conditions showed a signifi- 
cant drop in September. 

On the key question of output 
trends, the -balance of industrialists 
expecting an increase in the coming 
months, less those expecting output 
to decline, has fallen from plus 35 in 
July to plus 17 this month. 

Economists have been predicting a 
slight slowdown in activity in the 
latter part of the year but this is the 
first confirmation such a process has 
begun. The decline in confidence 
was quicker and sharper than expec- 
ted. The Bank of France's monthly 
survey of business opinion published 
two weeks ago was notably more 


optimistic. “The l euphoria of indus- 
trial opinion reached a high point in 
July thin now puts thing * in a 
truer perspective, with continued 
strong domestic demand bat clear 
effects from the state of the interna- 
tional economy,”' said Philippe 
Gudin de VaOerin of Goldman Sachs. 

The change is particularly abrupt 
because no polls were conducted in 
August. It was over this period that 
contagion from Asia spread, to Rus- 
sia and emerging markets in Latin 
America. 

Foreign order books have fallen 
back to levels of early spring. But 
Insee insisted this continued to be 
largely offset by stronger than 
expprted domestic itfimmii 

Until now, France has had the 
strongest-growing economy among 
the 11 countries set to join the Euro- 
pean single currency, the euro. Offi- 
cial forecasts still indicate that 
France’s gross domestic product will 
grow by 3 per cent this year. But in 
finalising next year’s budget, which 


is adopting a mildly expansionary 
policy, the government this month 
revised the 1999 growth target down 
-to 2.7 per cent from JL8 per cent 
* Private-sector economists have at 
the same time forecast a more pru- 
dent "level of 2S per cent for 1999. 
They' nevertheless continue to 
believe In toe general buoyancy of 
France’s recovery thanks to domes- 
tic anrt euro-zone rtpmanri. 

Eric Chaney at Morgan Stanley 
Dean Witter noted yesterday: “Pro- 
duction has started to slow down to 
key cyclical-sectors such as interme- 
diate goods. Further slowdown is 
expected in- all sectors." But he 
added: “Domestic and European 
demand is strong enough to alleviate 
the effects of the slump in emerging 
markets.” 

A number, of industrialists have 
also reported concerns about the 
effects of slower growth In Italy and 
recession in the UK, the two most 
important EU markets for France 
after Germany. 
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UBS chiefs under fire over LTCM 

Union Bank of Switzerland's investment and 
option deal with Long-Term Capital Manage- 
ment was tax-driven for both sides and was 
approved at the highest levels of the Swiss 
bank. Switzeriand’s Federal Banking Commis- 
sion is investigating what led UBS to write off 
SFr950m ($690m) on its exposure to the US 
hedge fund. Page 24 

GE Capital’s Thai buying binge 

In the executive offices of the new headquarters 
of GE Capital In Bangkok, there is no place for 
visitors to lounge. Not that one would want to. 
Sit stiD too long in Thai land these days and the 
giant US financial services arm of General Bec- 
tric might gobble you up. Since the devaluation 
of the Thai baht last year and the subsequent 
problems of Thailand’s economy, GE Capital 
has gone on a buying binge. Page 22 

Cattex may lose Indonesian oilfields 

Caltex, the Joint venture 
between Chevron and 
Texaco, is Indonesia's 
largest oil producer. 

The government 
decides this week 
whether to hand 10 per 
I cent of its capacity 
i over to Pertamina, the 
| state oB and gas com- 
l party. Pertamina has 
been lobbying hard for 
I the Coastal Plains Pak- 
anbaru field. Caltex’s 25-year lease on the field 
runs out in 2001 and oil executives see this as 
a test of the new government’s attitude towards 
foreign investors. Page 34 

Brussels sticks to CAP proposals 

The European Commission Is still determined to 
cut support prices for agricultural products. 
There had been speculation that world financial 
problems and weak agricultural markets might 
prompt a revision of the proposals, now being 
considered by European Union governments. 

But the Commission said reform plans would 
continue. Page 34 

Savage setback for Swiss market 

The Swiss stock market, one of the world’s top 
performers in 1997. is ricking its wounds. At its 
peak in late July, the Swiss Market Index was 
up more than a third since the start of the year. 
Since then, it has fallen more than a quarter. 
Bank Julius Baer notes the correction was not 
unexpected as Switzerland had been enjoying 
Its second best bull run since 1925. Page 44 

Seat hopes to make its marque 

Seat’s new generation Toledo saloon, to be 
unveiled at the Paris motor show today, wiN 
determine whether the Spanish subsidiary of 
Germany’s Volkswagen group can accelerate its 
painful return to profitability. If It is a success It 
win mark the transformation of Seat from basket 
case to bright spark of Spain's motor Industry. 
Page 23 
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Paris set to sell France Telecom stake 

$7.8bn sale of 1 2 per cent share tranche Is expected within weeks despite global glut of telecoms issues 


By Vincent Boland 


The French government is 
poised for the imminent sale of 
another stake in France Tele- 
com a year after its landmark 
privatisation, despite a glut of 
telecoms share issues in the 
market 

A 12 per cent stake - which 
would be worth FFr44bn 
(STSbn) at yesterday's closing 
price - is expected to be sold, 
including a 2 per cent stake to 

he bought by Deutsche Tele- 
kom as part of a mutual share 
swap to reinforce the opera- 
tors’ strategic alliance. The 


move is expected within weeks 
and the French treasury Is 
understood to have asked a 
syndicate of banks to begin 
sounding out investor senti- 
ment on the level of support 
that would be forthcoming for 
the sale of another tranche of 
France Telecom shares on the 
stock market. 

If the initial reaction is posi- 
tive, investor roadshows are 
expected to get nnder way 
soon for a two-week period. 

The French public, which 
Docked to support the privati- 
sation last year, Is to be tar- 
geted again, with the rest of 


the issue being sold both to 
domestic and international 
institutions. 

Two big telecoms share 
issues are currently under way 
- the privatisation of Swis- 
scom, which could raise 
SFr9bn (J8.4bn) and the $15bn 
initial public offering of 
DoCoMo of Japan. 

However, the France Tele- 
com issue is likely to come 
after they have been com- 
pleted, avoiding direct compe- 
tition for investors. 

Bankers said yesterday the 
new tranche of France Tele- 
com shares would consist of a 


5 per cent stake to be sold by 
the government and a 5 per 
cent stake in the form of new 
capital. 

Some or all of the new capi- 
tal would be raised through a 
bond issue convertible into the 
company’s shares. 

Together with the sale of the 
2 per cent stake to Deutsche 
Telekom, the entire transac- 
tion would reduce the state’s 
stake to about 63 per cent 

Most Of the hanks that took 
part in the privatisation of 
France Telecom last autumn 
are also in the syndicate to 
handle the second sale. The 


syndicate is again led by Pari- 
bas and Banque National? de 
Paris. 

A smaller group is being put 
together to handle the convert- 
ible bond issue. 

France Telecom shares were 
sold a year ago for FFr187 each 
to international institutions 
(individuals got a FFr5 dis- 
count). 

Since then the price has 
nearly doubled, although the 
shares were trading at FFr490 
before the current sharp cor- 
rection in equity markets. 

The shares closed yesterday 
at FFr363, down FFr7. Bankers 


suggested officials were hoping 
to secure a price of FFr350 a 
share for its 5 per cent stake. 

However, bankers cautioned 
that big share sales in current 
market conditions were diffi- 
cult and the government 
would have to pitch the price 
carefully. 

Despite the flood of telecoms 
issues, bankers say demand for 
the sector Is holding up well 
because it is relatively 
shielded from the global stock 
market volatility. 
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Ericsson to 
simplify 
business 
structure 

By Tim Burt in Stockftofan 
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Ericsson, the Swedish 
telecommunications group, is 
to abandon its business area 
structure in favour of a new 
customer and regional organi- 
sation to make it more respon- 
sive to changes In the market. 

The company. Sweden's larg- 
est exporter and one of the 
world’s leading mobile tele- 
phone manufacturers, is also 
thought to be reconsidering 
plans to move its headquarters 
to London. 

The overhaul, due to be 
announced m*?* mrmth will be 
dominated by the announce- 
ment of a new matrix organi- 
sation focused on three cus- 
tomer segments: network 
operators, private consumers 
and commercial enterprises. 

Sven-Christer Nilsson, who 
succeeded Lars Ramqvist as 
rhlpf executive this year, has 
decided that the existing struc- 
ture - comprising mobile 
systems, Infocom systems and 
mobile phones and terminals — 
no longer suits the demands of 
international customers. . 

Last year Mr Ramqvist 
caused ill-concealed irritation 
in the ruling Social Demo- 
cratic party by suggesting that 
Swedish wage costs and 
income tax levels hampered 
the recruitment of overseas 
executives and might force 
Ericsson to -relocate some 
headquarters functions. 

Although last month the 
company agreed to acquire a 
prime office site in London for 
more than SKrlbn (3127m), Mr 
Nilsson is understood to have 
reviewed the plan following 
signs of unease among some of 
Ericsson's largest shareholders 
- notably Investor, the main 
investment vehicle for Swe- 
den’s Wallenberg business 
empire, which controls 22 per 
cent of Ericsson’s voting 
rights. Percy Bamevik, Inves- 
tor chairman, has made dear a 
move would be justified only if 
it promised savings of more 
than 20 per cent on head- 
quarter costs. 

In the past three months 
Ericsson's B shares, the most 
commonly traded, have fallen 
by more than 30 per cent, 
mainly in reaction to pricing 
pressures and fears of devalua- 
tion in China and Brazil. Yes- 
terday, they closed up SKr5 at 
SKT158. 



US toy maker Hasbro yesterday said it had agreed to buy Gakrob Toys -maker of Mere Machines toy can 
and miniature dote baaed on nBtary themes, the Star Wars ch ar ac te rs, the Spice Girts pop {poup and other 
figures - for 3220m. But it warned of faBng profits. Report. Rage 23 
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Cargill sells N American 
seed operation to AgrEvo 

$650m purchase is latest in wave of agricultural biotechnology deals 


By IGldd Talt In Chicago 

AgrEvo, the German 
agrochemical company jointly 
owned by Hoechst and Sche- 
ring, is paying $650m far the 
North American seed 
operations of Cargill, the large 
privately-owned agribusiness 
company. 

The deal is the latest in a 
multi-billion dollar wave of 
moves by big chemical compa- 
nies to secure positions in the 
fast-growing field of agricul- 
tural biotechnology. 

It gives AgrEvo its first US- 
based seed operation, although 
the company has already 
begun selling varieties of cot- 
ton seed under its own name 
in the US over the past year. 

AgrEvo also has existing 
partnership arrangements 
with some of the biggest sup- 
pliers of genetically-altered 
seed in the US - Including Pio- 
neer ffi-Bred and Novartis of 
Switzerland - and Haimc its 
technology Is used in much of 
the insect-tolerant com sold in 
North America. 

AgrEvo said yesterday that 
It did not expect the Cargill 
deal to alter those arrange- 
ments in the foreseeable 
future. Cargill's North Ameri- 
can seed operations were 
known to be on the market 

Minneapolis-based Cargill 
sold off its international seed 


business to Monsanto, another 
big US player in the agricul- 
tural biotechnology field, for 
|1.4bn last June, and a dis- 
posal of the North American 
units was expected to follow. 

Monsanto’s purchase was 
widely expected to put pres- 
sure on rivals like AgrEvo and 
DuPont to make simflar deals. 

AgrEvo had already been 
touted as a possible contender 
for the DeKalb Genetics seed 
operations earlier this year. 

They were also eventually 
bought by Monsanto, although 
the $L5bn deal still needs final 
regulatory approval. 

Yesterday AgrEvo admitted 
it had been anxious to increase 
its US presence, notably in the 
core Midwest com and soy- 
bean areas. 

Mr Gerhard Prante, Agr- 
Evo’s chairman, said that the 
Cargill purchase “underlines 
our commitment to building 
further our business in North 
America, the world's largest 
com seed market 

"Secured access to elite 
germplasm means we can fuel 
the market expansion of our 
Liberty Link, StarUnk, Seed- 
Link and other technologies”. 

Liberty Link is a brand 
name for corn and canola seed 
which is genetically-altered, 
using AgrEvo technology, to 
tolerate a particular fertiliser, 
while StarLink is a product 


designed to protect against 
insect damage. 

The Cargill business has 
about a 4 per cent share of the 
US com seed market, and is 
also a leading supplier of sun- 
flower seed. Its sales in the 
year to end-May were $106m. 

AgrEvo will have use of the 
Cargffl name for three years, 
and the Cargfll farm service 
centres will continue to mar- 
ket Cargill-branded seeds. 

The acquisition includes 
research and production facili- 
ties in 14 states and one Cana- 
dian province. 


AMP plans share 
buyback to fight 
AlliedSignal bid 


By NBckl Talt in Chicago 

AMP, the big US manufacturer 
of electric and electronic con- 
ductors fighting a $9.8bn hos- 
tile bid from AlliedSignal, yes- 
terday moved to bolster its 
takeover defences with plans 
to buy back up to 30m shares, 
or about 13 per cent of its out- 
standing equity, at $55 each. 

This is a significant pre- 
mium to the' 394Vi cash price 
offered by AlliedSignal. It will 
cost AMP around 31.65bn. 

Robert Bipp. AMP’s recently 
appointed chairman, said the 
move met AMP’s promise to 
"increase shareholder value in 
the near term”. 

Be also stressed that the 
company was confident of its 
recent earning s forecasts, of at 
least 32 JO a share in 1999 and 
more than $3 a share by 2000. 
He again derided the AlliedSig- 
nal terms as "opportunistic” 
and "low ball”. 

But AMP’s move did little to 
lift its share price, or excite 
Wall Street traders. AMP’s 
shares, by midday, had gained 
only 3£. to 339% - stiD well 
shy of both the AlliedSignal 
terms and the buyback price. 

There was no immediate 
comment from AlliedSignal on 
its target's move. However, the 
share buyback - which is 
scheduled to begin next week 
- will add to AMP's debts, 
potentially making the com- 
pany a less attractive property. 

At present, AMP carries 
around $61 lm of debt on its 
balance sheet, and its gearing 
ratio is put at around 20 per 
cent 


To fund the buyback itself, 
AMP will take on additional 
debt of $1.65bn. but the com- 
pany also said it had commit- 
ments for a total financing 
package of S3 J5bn, supplied by 
affiliates of Credit Suisse First 
Boston and Donaldson, Lufkin 
& Jenrette, two investment 
banking firms. 

It said this was the maxi- 
mum debt it could arrange 
without losing an investment- 
grade rating. Although some of 
the fiinds are not earmarked 
for a specific purpose at this 
time, AMP said they could be 
used for other initiatives to 
boost "shareholder value” in 
the short term. 

In addition to the buyback 
plan, AMP said it was forming 
a new “flexi trust", into which 
it wfll issue 25m shares. These 
will then be progressively 
released over a 10-year period 
to fund the company's commit- 
ment to various employee com- 
pensation and benefit plans. 
According to AMP. this shnpM 
increase the company's cash- 
flow by around 3100m annu- 
ally. 

The stock in the fieri trust 
wiD have voting rights. How- 
ever, as far as the AlliedSignal 
offer is concerned it will sim- 
ply be voted on the same pro- 
portionate basis as all tbe 
other AMP stock. 

The AMP move comes at a 
time when the two companies 
are locked in a legal battle, 
with AlliedSignal attempting 
to combat some of the anti- 
takeover provisions provided 
to its target under Pennsylva- 
nia state law. 


Cooper drops TLG offer 
clearing way for UK group 


By Susanna Vuyte 


Wassail, the UK industrial 
conglomerate, yesterday 
appeared to have won a battle 
for TLG after the US company 
that first bid for the lighting 
group said it was walking 
away from the deal. 

Cooper Industries, TLG’s 
Houston-based rival, said it 
was letting its offer lapse, leav- 
ing the way clear for Wassail’s 
175p-a-share cash bid, which 
valued Hertfordshire-based 
TLG at £35lm (S590m). Ana- 
lysts said they could not rule 
out a third bid for TLG - No. 2 
in the European li ghting mar- 
ket after Philips - but it 
looked increasingly unlikely. 

John Riley, Cooper chairman 
and chief executive, said rais- 
ing its agreed 160p-a-share 
offer, which valued TLG at 
£32lm, would not meet its cri- 
teria for increasing share- 
holder value! 

Cooper said the decision did 
not rule out other European 
acquisitions. The group 


recently sold its automotive 
business for Sl-9bn and plans 
to use the cash to pay off debt, 
.buy back shares and make 
"complementary acquisitions". 

Shares in TLG, which yester- 
day said it was recommending 
the Wassail bid to sharehold- 
ers, fell IllVp to 171 %p. The 
former Thorn Lighting Group, 
bought from Thorn EMI by its 
management in 1994, is seen as 
significant In an industry fac- 
ing consolidation because of 
overcapacity. At the time of its 
bid. Cooper said it wanted to 
buy TLG to help it build a 
global lighting business. 

Christopher Miller. Wassail’s 
chief executive, said that, if 
the bid was formally accepted, 
a six-month review would be 
started to work out a joint 
plan for improving the busi- 
ness. Wassail's management 
was well placed to turn the 
business round and he insisted 
claims the group was overpay- 
ing were misplaced. 

Wassail, which has manufac- 
turing interests ranging from 



do-it-yourself and building 
products to bottle closures and 
travel goods, owns 25.5 per 
cent of TLG shares, a strategic 
stake built over 18 mnnfhg, Mr 
Miller said tbe shares it held 
in effect brought the bid price 
down to 167p a share. 

In April the group adopted a 
"new approach” to business 
that tuned it into a hybrid 
institution - half industrial 
company, half investment 
fund. Under the approach, it 
looks for equity partners to 
help fund acquisitions while 
retaining managerial control. 

Mr Miller said Wassail had 
spoken to a series of possible 
partners - both in the UK and 
in the US - on a general basis. 
While they had received a lot 
of interest, they had not spo- 
ken to anyone directly about 
the TLG deal. He said: "Ideally 
we would like to bring people 
In on this deal, but we have 
got tbe resources to fond it all 
by ourselves.” 

Wassail shares fell lOp to 
227V4p. 
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AIRLINES UNIONS REVERSE OPPOSITION TO LABOUR DEAL 


PAL likely to resume operations 


ByTony Tassefl 
in Mania 


Philippine Airlines is likely 
to return to the skies after a 
breakthrough on a labour 
deal to revive Asia's oldest 
airline. 

The Philippine govern- 
ment said yesterday that the 
debt-burdened airline, which 
was closed down last week 
after nearly six decades of 
operations, may resume 
flights as early as October ? 
after PAL unions reversed 
earlier opposition to the 
labour deaL 


Under yesterday's agree- 
ment between management 
and the airline's largest 
union, each employee will be 
granted 60,000 shares in the 
company in return for sus- 
pending collective wage bar- 
gaining for 10 years. 

The deal is still subject to 
approval from union 
members and the Philippine 
Securities and Exchange 
Commission but government 
officials were confident this 
would be a "formality”. 

"This is almost a done 
deal,” said Joseph Estrada, 
the Philippine president. 


who has taken a high-profile 
role In attempts to revive the 
flag-carrier. The Philippines 
relies heavily on air trans- 
port for cargo and passenger 
movement between its 7,000 
or more islands. 

The airline still has some 
way to go to recover from 
steep losses due to its high 
debt, falling demand for air 
travel in Asia and the slide 
in the . peso over the past 12 
months. PAL remains under 
the management of a receiv- 
ership committee. 

Jaime Bautista, chief 
finance officer of PAL, said a 


rehabilitation plan for the 
airUne' still. had to be final- 
ised and agreed with credi- 
tors by the deadline of Octo- 
ber. 30 set- by the SEC. He 
was confident, however, that 
this would proceed after the 
labour itotL 

President Estrada said 
that the labour deal would 
also dear the way for new 
investors to take a stake in 
the airline. 

PAL officials have previ- 
ously said that several air- 
lines including Cathay 
Pacific, Northwest Airlines, 
EVA Air and Lufthansa had 


expressed interest in the car- 
rier.' President Estrada 
added, however, that foreign 
holdings of PAL’s equity was 
limited to 40 per cent. 

Earlier yesterday, Cathay 
Pacific became the first, air- 
line to operate domestic 
routes in the Philippines 
under a Charter agreement 
with the staten wned Philip- 
pine National Bank. These 
flights are likely to continue 
until PAL is ready to resume 
operations next week. 

Mr Bautista said the assets 
and liabilities of PAL were 
equal to about S2bn. 



Joseph Estrada (centre} agrees 4ed stowing. Cathay Pacific to fly PhSppbws domestic routes Ftetfa?- 


GE Capital acquisitions build on Thai operational platform 

The US group denies vulture claims and says its buying binge is aimed at creating a long-term business, -writes Ted Bardacke 


I n the executive offices of 
the new headquarters of 
GE Capital in Bangkok, 
there Is do place for visitors 
to lotrnge. Not that one 
would want to. Sit still too 
long in T hailand these days 
and GE Capital, the giant US 
financial services arm of 
General Electric, might 
come along and gobble you 
up. 

Since the devaluation of 
the Thai baht last year and 
the subsequent tanking of 
Thailand’s economy. GE 
Capital has gone on a buying 
binge. It has bought control- 
ling stakes in Asia Finance, 
a top finance company, and 
the private-label credit card 
business of Central Group, 
the country’s largest 
retailer. 

It now arranges all retail 
car financing for Nissan in 
Thailand and in June spent 
some $530m at auction to 
bay Sl.lbn of car hire-pur- 
chase loans from Thailand’s 
56 liquidated finance compa- 
nies. Yesterday, the US 
group’s Australian subsid- 
iary agreed to buy Nissan’s 
car financing unit in Austra- 
lia. 

Added to the more than 
100,000 hire purchase loans 
the company already had, 
GE Capital now has title to 
one In every nine cars in 
Thailand. Assuming It 
doesn’t purchase anything 
else this year in 1998 it will 
have doubled its served asset 
base, which market specula- 
tion values at nearly $1.5bn. 
However, the company 



Pole position: GE Capital provides the financing for one kt every nine cars in Thailand 


Glyn Gene 


rejects the vulture label. 
"Nothing we’ve bought 
we’ve sold.” says Daniel 
Mudd, president of GE Capi- 
tal Asia Pacific, explaining 
that the acquisitions an 
aimed at building a 
long-term business rather 
than simply spinning things 
off when the economy 
rebounds. 

“There are two ways to 
grow, organic growth and 
asset acquisition. Until this 
year, there were not many 
sales opportunities and valu- 


ations for our taste were 
extremely high. So we grew 
organically. Now we are 
acquiring,” be says. 

Wrapped up in this idea is 
a message for those looking 
with starry eyes at Thai- 
land’s massive fire sale, a 
sale Chat is likely to .be dupli- 
cated around the region as 
the crisis bites. There are no 
easy pickings. 

To acquire assets at a prof- 
itable price, especially at 
auction, GE Capital spent 
five years in Thailand put- 


ting in place an "operational 
platform”, or the licences 
and companies it needs to 
own. value and service those 
assets. 

"You would never have 
been able to do what our 
team did in the auto auc- 
tions if we had not been in 
the market, operating a busi- 
ness, with people that we 
knew and systems that 
work," says Mr Mudd. "You 
would have been crazy to 
participate without an oper- 
ating platform first” 


This may partly explain 
why GE Capital ended up 
valuing the car loans higher 

- by 2-5 per cent says the 
company, much more than 
that say Thai finance offi- 
cials - t h a n its nearest com- 
petitor. 

- “Having been here we can 
put a close and comfortable 
value on a loan. For people 
who jump into the market 
now when they think they 
can make a quick buck they 
aren’t bringing any value. 
They’ve got to bid ft not as 
an operation but as a fire 
sale," says Mark Norhom, 
president of GE Capital Thai- 
land. - 

"Given that we have the 
operating platform here, 
since we’re going to do the 
servicing ourselves, we don’t 
have to pay someone to do 
it, so that means we can 
afford to pay more with our 
same return- parameters,” be 
adds. ■ ■ ■ 

. It sees its 250,000 new cus- 
tomers as a new "informa- 
tion goldmine” because the 
company also has other con- 
sumer financing businesses. 

Its Asian strategy of ppera- 
tional platform first, then 
acquisition and growth is 
similar to that employed in 
Europe earlier this. decade 
when GE Capital went from 
nowhere to contributing 
about one-quarter of the 
company’s net earnings. 

With a region-wide target 
of growing assets and earn- 
ings at double that of the 
rest of the company - which 
is already growing at more 


than 20 -per cent annually - 
it would not be surprising If 
GE Capital, slowly acquiring 
licences and businesses 
throughout the region, made 
Thai-like moves in other 
countries just beginning to 
pick their way through cri- 
sis. 

“Our strategy is very 
opportunistic," says Mr 
Mudd. 

"We don’t have specific 
pools of capital set aside for 
specific countries and spe- 
cific reasons. Thailand went 
into crisis first. Thailand 
had. the IMF in early. Thai- 
land got its auction process 
together eady so we’ve par- 
ticipated more. Other coun- 
tries are also moving 
through these processes and 
we would expect to partici- 
pate, ” he says- 

With GE Capital taking 
advantage of the downturn 
to grow quickly, there is a 
sense that the company 
views a recession as a good 
thing . But Mr Mudd says it 
is just about different oppor- 
tunities and that the degree 
of difficulty between an 
acquisition and internal 
growth "is about the same". 

"One is just concentrated 
while the other happens over 
time,” he says. 

"I want the economy here 
to turn the comer. It’s in 
everybody’s best interest. 
Yes, we do better [in a down- 
turn] but in a tumround the 
market does better, our 
enxployees feel good about it 
and our partners are happy,' 
adds Mr Norbom. . 


Credito Italiano moves towards Unicredito merger 


By Paul Betts in MHai 

CTedito Italiano will go 
ahead with the planned 
spin-off next month of its 
commercial banking activi- 
ties as the first step of its 
merger with three large 
north Italian regional banks 
to form the new Unicredito 
banking group. 

Alessandro Profumo. Cre- 
dits Italiano chief executive, 
said in an interview the cur- 
rent financial market tur- 
moil would not stop the con- 
stitution of Unicredito. This 


will integrate Credito Ital- 
iano with Cassa di Rlspar- 
mio di Verona. Cassa di Ris- 
parmio di Torino and 
Cassamarca under the 
umbrella of a holding com- 
pany with total assets of 
L300,000bn ($i81.Gbn). 

Through an exchange of 
shares, Credito Italiano will 
control 59 per cent of Unicre- 
dito, with the three regional 
banking foundations and 
minority shareholders of the 
Verona bank accounting for 
the remaining 41 per cent 

The three foundations 


were due to make in Novem- 
ber an initial public offer of 
18 per cent of their holding, 
but have decided to postpone' 
the L8.000bn-L9,000bn issue 
because of the high volatility 
and sharp decline in the 
value of banking shares. 

Mr Profumo insisted' this 
decision would have "no 
impact on the industrial pro- 
cess of integrating the vari- 
ous banking operations". 

On a pro-forma basis, the 
new Unicredito group would 
have shown a net profit of 
Li.raotra in the first half of 


this year, with Credito Ital- 
iano contributing L735bn. 

Apart from cutting 2,000 
jobs over the next three 
years, cost reductions would 
be achieved through the cre- 
ation of a single information 
technology system, a com- 
mon back office and other 
savings. 

After disposing of Credito 
Itallano's non-strategic 
assets, including stakes in 
Bancs di Roma, Finmeccan- 
ica. Banca Nazionale dell'A- 
gri culture, Impregllo and 
Medlocrediot Central e, the 


bank has maintained two 
strategic stakes. In Medio- 
banca and Telecom ftafia. 

The merger with the three 
northern regional banks was 
widely seen as a move by 
Credito Italiano to assert Its 
independence from the old 
network of alliance centred 
around Mediobanca, the 
secretive Milan investment 
bank, now struggling to 
carve itself a new identity. 

Mr Profumo conceded that 
Credito Italiano ’s relation- 
ship with Mediobanca was in 
"evolution”. The bank, 


which owns a 8 per cent 
stake in Mediobanca, wants 
to be involved in current 
manoeuvres around Medio- 
banca and Banca Commer- 
ciale Italians (BCI), its main 
Mian rival which also owns 
8 per cent of Mediobanca. 

While Credito Italiano has 
taken a lead in this process, 
BCI is now in a power strug- 
gle to wed it to Banca di 
Roma or another banking 
group, such as the newly 
constituted San Paolo-IML 
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Aditya Birla 

to consolidate . 
cement business 


By Krishna Guba In Bombay 

Aditya Birla yesterday' 
announced the details of one 
of the biggest corporate 
restructuring deals In Indian 
history - the merger of the 
cement assets of Indian 
Rayon into sister company 
Gramm Industries. 

The deaL which will create 
a new giant in India's 
cement sector, also marks a 
determined effort to tackle 
the recent poor performance 
of Aditya Birla group shares. 
“This restructuring pro- 
gramme builds a platform to 
enhance shareholder value,” 
.said Kumar Mangalam Birla, 
chairman 1 

Indian Rayon shareholders 
will part with the 3m-tonne- 
a-year cement business In 
return for Graslm shares, on 
a 3-for-lO basis. Graslm will 
also ■ take on Rs4.4bn 
(5103.5m) In Indian Rayon 
debt. 

"Post restructuring, Gra- 
sim will focus on two busi- 
nesses - viscose staple fibre 
and cement, while Indian 
Rayon will focus on three 
businesses - viscose fila- 
ment yarn. Insulators and 
carbon black," said Mr Birla, 
who chairs both companies. 

He said the transfer of the 
cement division would put 
both companies in a strong 
position to exploit consolida- 
tion in their industries. Gra- 
shn will use the cash flow 
from viscose staple fibre to 
build its cement interests, 
while Indian Rayon would 
be able to gear up to make 
its own acquisitions. 

The cement merger is proj- 
ected to deliver Rsl50m- 
Rs20Qm savings a year In the 
short term, rising to RsSOOm- 
Rs40Qm in the Jong term 

"So far we have been 
undercutting ourselves in 
the market,” said Mr Birla. 
"The business will now oper- 
ate as one large marketing 
network." 

He said Graslm Would ben- 
efit from market clout, 
rationalisation of assets and 
logistical savings. It wuuld 
also obtain a big presence in 
the south of India for the 


first time. "Grasim will 0 
think nationally and acj, % 
locally,” said Mr Birla. » 

The transfer of the cement 
business is the first impor- 
tant outcome of a strategic 
review of Aditya Biria's cor- 
porate empire, in which Mr 
Birla has been advised by 
Boston Consulting Group 
and DSP Merrill Lynch. 

Mr Birla said tbe decision 
to consolidate the cement 
business was prompted by 
investors demands. “In the 
past two years because of 
the commodity cycles both 
these stocks have underper- 
formed,” he said. 

In a further effort to win 
back confidence. Mr Birla 
will cancel Grasim ’s cross- 
shareholding in Indian 0 
Rayon and buy back shares 
in the market to restore his . 
stake in Grasim to 22 per 
cent after the restructuring 
is complete. 

Mr Birla said he had con- 
sidered merging the textiles 
interests of Indian Rayon 
and Grasim but decided 
against It. "Viscose staple 
fibre and viscose filament 
yam are very different busi- 
nesses - different products, 
different competitors, differ- 
ent landscape, different raw 
materials. There was no stra- 
tegic logic" 

However, he promised fur- 
ther action to increase focus 
at Grasim and Indian Rayon 
- which will still contain a 
bundle of other business 
interests such as sponge iron 0 
and magnesia. This could 
include selling underper- 
forming businesses. 

Analysts have welcomed 
the restructuring as an 
example to India's business 
establishment. “It is a posi- 
tive step," said Uday Kotak. 
vice-chairman of Eotak 
Mahindra investment bank'. 

“It shows the direction.” 

However, much remains to 
be done before Grasim and 
Indian Rayon can claim to 
be focused companies. Mom 
over, core-sector companies 
such as these remain 
exposed to the downturn in 
the Indian economy and low 
global commodity prices. 


J 


I * 


BANK HOFMANN & 


Robert Akeret has been a member of the Rank Hofmann team for seven years and thus stands for 

continuity - one of the assets of our Private Rank. As a graduate of the Swiss Banking 
School, he is familiar with all facets of the financial services industry. You will notice 
his profound knowledge and his obliging and friendly manner each time you ask him 
Tor advice. Every member of our bank reflects the entire organisation. Each individual 
demonstrates total commitment towards our clients’ best interests. Whether it’s 
behind the scenes or face-to-face. 


BANK HOFMANN 


Bunk Hofmann AG 
Tblstrosse 27 . 

CH-8022 Zurich/Switzerland 
Telephone +41 1 217 51 11 
Telefax +41 1 211 73 68 

E-mail bank@hofiaaiin.ch 
Internet www.bofni8nn.ch 

Office in Geneva 
Representative Offices in 
Buenos Aires and Montevideo 
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Bankers Trust Company 


ANNOUNCES THE ESTABLISHMENT OF THE 


FmsT Euro-Denominated 
Depositary Receipt Facility 


ZagrebaSka banka 


EXCHANGEABLE WITH ITS EXISTING US DOLLAR 
GLOBAL DEPOSITARY RECEIPT FACILITY 
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OIL US GROUP PRESSES AHEAD WITH PLANS TO PULL OUT OF SECTOR 


DuPont sees Conoco spin-off within year 


By Christopher Partes 
In Los Angeles 
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DuPont is to press ahead 
with plans to pull out of the 
0 H business and expects to 
complete the spin-off of its 

Conoco subsidiary within 12 

months, the company said 
yesterday. 

The announcement, which 
appeared to rule out a sale to 
a rival energy group, said 
the initial public offering of 


up to 25 per cent of Conoco 
stock would be made before 
the end of the year. 

DuPont shareholders 
would then be offered the 
remaining 75 per cent in a 
tax-free exchange for their 
shares in the parent com- 
pany. 

Conoco estimated the IPO 
price in a range between $20 
and $24 a share, which 
suggested gross revenues 
from the sale of about 


$3.6bn. and a total value for 
the group only just below 
analysts* earlier estimates of 
$25 bn. 

The company, which is 
believed to have held merger 
talks with other oil groups, 
said the IPO and share-swap 
strategy had been chosen fol- 
lowing an evaluation of “all 
exit options”. 

The plan, which would in 
effect enable DuPont to 
acquire 10 to 20 per cent of 


its outstanding shares, 
offered the most value to 
shareholders, it said. 

DuPont first announced 
plans to quit the oil business 
in May, starting with an IPO 
later this year, but since 
then tumbling oil prices and 
market uncertainty roused 
speculation that it might 
prefer a more straightfor- 
ward, quicker exit. 

In anticipation of the dis- 
posal, the group, which aims 


to increase Its presence in 
blgher- value life-science 
industries to complement its 
special chemicals and fibres, 
has lately described itself as 
a research and technology 
company “committed to bet- 
ter things for better living". 

Earlier this month DuPont 
announced plans to with- 
draw from the coal industry, 
with the sale or most of its 
US mining interests to 
Rheinbraun, a subsidiary of 


Germany’s RWE, and its 
present partner in the Con- 
sol business. 

Conoco, a conventional oil 
and gas concern, is about 
eighth in world rankings by 
oil production and refining 
output. It operates in 40 
conntries and has almost 
5,000 tilling stations in the 
US alone. 

Revenues last year repre- 
sented more than half 
DuPont group sales of $45bn. 
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Seat completes 


ait transformation 
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ent busing with new model 


The Toledo marks a turning point for the 
Spanish carmaker, writes Haig Simonian 
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F or many Spaniards, 
Toledo is a watchword 
for art and architecture 
not far from Madrid. But for 
car lovers, it signifies a 
model which represents 
Seat’s transformation from 
basket case to bright spark 
□f the country's motor Indus- 
try. 

Seat's new generation 
Toledo saloon, to be unveiled 
at the Paris motor today, 
will determine whether the 
Spanish subsidiary of Ger- 
many's Volkswagen group 
can accelerate its painful 
return to profitability from 
peak losses of DM1. Bbn 
ISLOSbn) in 1993. 

Seat’s return to profitabil- 
ity after being bought by VW 
began haltingly. In 1996, it 
notched up profits of 
DMGOm. A year later, profits 
climbed to DM260m - a fig- 
ure reached, unlike the pre- 
vious year, without the 
crutch of exceptional gains 
from the sale of assets to the 
parent company. 

This year, “should mark a 
further positive development 
in our results”, says Pierre- 
Alain De Smedt, Seat chair- 
man. Sales, which soared by 
25 per cent to DM9bn last 
year, “should reach 
DMIObn". In the first eight 
months, turnover increased 


by 14 per cent, the same as 
at Skoda, VWs other once 
troubled but now healthy 
foreign subsidiary. 

Seat expects to selL “more 
than 430,000 vehicles this 
year”, says Mr De Smedt. 
That compares with 402.000 
last year and 344.000 in 1996. 
He also expects to boost out- 
put of kits for assembly - 
principally in Argentina and 
South Africa - from 60,000 to 
70,000, and build about 
130,000 cars for VW. 

But while the Seat story 
has been one of steady 
recovery on the back of 
severe cost cutting and bet- 
ter capacity utilisation, it is 
only with the new Toledo 
that it will shift into an 
entirely new gear. 

The new model, to go on 
sale in Europe before the 
end of the year, will be 
Seat's first car to be based 
on VW’s much vaunted 
“platform strategy". That 
means basing as many group 
vehicles as possible on 
shared basic engineering 
structures - platforms - but 
giving each a distinct body 
styling, depending on which 
of the group's four main car 
brands they are destined for. 

The new Toledo is the lat- 
est of a family of products 
based on iho platform of the 



Driving force: the new Toledo uri9 help determine whether Seat can accelerate its return to profitability 


new generation VW Golf. 
Eventually. 12 models will 
be spun off the same struc- 
ture, promising VW 
immense economies of scale 
in terms of procurement and 
development costs. 

Like any replacement 
model, the Toledo will be 
quicker and cheaper to build 
than its predecessor. But 
above all for Seat, it repre- 
sents the most important 
step so far in the company's 
strategy to upgrade its 
Image from a cheap and 
cheerful Spanish carmaker 
once owned by Elat to a seri- 
ous rival to the Italian 
group's sporty and stylish 
Alfa Romeo brand. 

To do that, the new Toledo 
will be bigger and much 
more strikingly styled than 
its predecessor. Although 
based on a lower medium- 
sized platform, long, over- 
bangs and a big hoot will 


make the car appear a poten- 
tial rival to larger vehicles, 
such as the Ford Mondeo 
and Renault Laguna, actu- 
ally one class higher. 

And, in a first step to giv- 
ing Seat its new brand iden- 
tity, the Toledo will feature 
bold front styling dominated 
by a massive Seat logo on its 
bonnet. Seat, tbe message 
says, no longer bas to make 
excuses for its products. 

Mr De Smedt is confident 
demand for the car will at 
least match the 100,000 sales 
a year notched up by its pre- 
decessor at best. But the 
story will not end there, be 
notes. Unlike the previous 
car, the new Toledo will be 
the first in a range based on 
the same platform. 

Mr De Smedt declines to 
spell out the details. Motor- 
ing journalists expect the 
four-door Toledo to be fol- 
lowed by a hatchback, proba- 


bly with a different name. A 
station wagon and even a 
coupe will probably come 
later. 

All will reflect Seat's 
determination to go 
upmarket by having bigger, 
more powerful engines than 
previous models as part of 
VW’s attempt to have Seat 
take on Alfa. 

Building so many cars 
from one platform should do 
wonders for profits, as 
should turning Seat into a 
more desirable brand. Mr De 
Smedt will not reveal by 
how much he expects his 

margins to rise. 

The new vehicle and its 
variants are the most impor- 
tant, but not the only, ele- 
ments in Seat’s product-led 
revival. At the big MartoreH 
factory outside Barcelona, 
preparation is under way for 
a facelift for the Ibiza, the 
small hatchback. 


Launched in 1993. the Ibiza 
is due to be replaced by an 
entirely new car around 
2000. That vehicle, like the 
Toledo, will be based on a 
new car platform for all the 
VWs group's compact cars, 
starting with the new Skoda 
Felicia next year. As with 
the Toledo, it should offer 
big savings through econo- 
mies of scale. 

As an interim measure, 
the Ibiza will get a thorough 
facelift and significant struc- 
tural and safety improve- 
ments. “The Ibiza will be 
strongly modernised to give 
it a second life," says Mr de 
Smedt. “After alL the compe- 
tition isn’t sleeping." 
Together with the new 
Toledo and its variants, such 
developments should help to 
persuade the sceptics that 
VW's investment in Seat 
may, after all, have been 
worth JL 
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Hasbro buys 
Galoob Toys 


By Richard Tomkins 
in New York 


Hasbro, the second biggest 
US toy maker, yesterday 
said it had agreed to buy 
Galoob Toys, a smaller US 
manufacturer, for $220ra in 
cash but warned it would 
suffer a fall in profits in the 
third quarter. 

U blamed the decline on a 
fall in orders from Toys R 
Us. the US toy retailer, 
saying sales to the company 
were expected to be down by 
as much as S200m this year. 

Earlier this month Toys R 
Us, which has been 
struggling to counter weak 
profits and a declining 
market share, announced a 
big restructuring, including 
the closure of 50 European 
outlets and nine in the US. 

It also said it intended to 
complete a previously 
announced SaOOm inventory 
reduction this year, instead 
of over three years as 
originally intended. 

The store closures and 
inventory’ reduction have hit 
toy manufacturers hard. 

Last week Mattel, the 
biggest US toy maker, 
warned that profits would be 


below expectations in the 
third and fourth quarters. 

Hasbro said it now 
expected earnings per share 
to be about 55 cents in the 
third quarter, down from 57 
cents per share a year 
earlier. 

For the full year, earnings 
per share were exiiected to 
be about the same as last 
year's, excluding one-time 
charges in both periods. 

Galoob Toys is a quoted 
US company that makes 
Micro Machines toy cars and 
nn array of miniature dolls 
based on military themes, 
the Star Wars characters, 
the Spice Girls pop group 
and other figures. 

Recently it lias suffered 
from a shortage or “hit" 
toys. 

Last yeai. revenues 
tumbled from SI Him to S&tni. 
and it made net losses of 
$2. 9m. against profits of 
SI— 9m the year liefure. 

Hasbro, which is paying 
S12 a share for the company, 
said it saw potential in 
merging their resjavtive 
lines of toy rare and Stir 
Wars figures, and that it was 
excited about acquiring 
Goloob's Spice Girls bile. 


Waste Management 
In $500m disposal 


By Nikki Tatt 
In Chicago 


Waste Management, the 
biggest waste haulier in the 
US, is to sell off 16 landfills 
and 136 commercial collec- 
tion routes for about $500m 
to Republic Services, the 
smaller waste business spun 
off by Wayne Huizenga's 
Republic Industries group 
earlier this year. 

The disposal was required 
as part of the recent merger 
between Waste Management, 
the biggest but financially- 
troubled company in the 
industry, and USA Waste, 
the number three company. 

Republic said it would 
expand its operations in four 
existing markets and get 
access to 16 new markets 


as a result of the deal. 

It would add “fully Inte- 
grated collection and dis- 
posal operations*' in nine 
areas - including Houston, 
Denver, Louisville. Portland, 
Pittsburgh and Detroit. 

The annual revenue from 
the operations being sold is 
put at about $275m, with 
5180m being generated by 
third parties. 

Mr Huizenga was one of 
the founders of Waste Man- 
agement. although he had 
left the company long before 
its recent accounting and 
operational problems sur- 
faced, necessitating the take- 
over by USA Waste. 

Under yesterday’s deal. 
Republic will pay 5500m in 
cash plus certain unspecified 
properties of Its own. 
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NEWSDIGEST 

HEALTHCARE SERVICES^ 

HB0 to acquire 


Charges reduce 
AOL earnings 


Access Health 

HBO has agreed to buy Access Health, a provider of 
heatthcare services. In a stock swap worth up to S1.07bn. 
The exchange ratio will be based on HBO's stock price 
over a given period before the deal closes. Access Health 
closed at S31.25 on Friday. It had revenues of $120.6m for 
the year to September-end 1997. The acquisition will be 
accounted for as a pooling of interests and is expected to 
close during fourth quarter of 1998. 

HBO delivers patient care, clinical, financial and strategic 
management software solutions, as well as networking 
technologies, electronic commerce, outsourcing and other 
* services to healthcare organisations. Reuters, Atlanta. 


INSURANCE 


Allstate in property sale 

Allstate, the Insurer, has sold a portfolio of investment 
property for $965m to Westbrook Partners. The deal 
included about 10m sq ft of property but not corporate 
properties such as Allstate's Northbrook headquarters, the 
company said. Allstate's property portfolio was assembled 
in the early 1990s, and has been developed, acquired and 
managed by Allstate for its own account After completion, 
Allstate's portfolio would include about $1 bn in property 
equity securities not being sold, it said. 

Reuters, Northbrook, Illinois 


AGRICULTURAL EQUIPMENT 

Case to buy DM( unit 


By Louise Ketoe 
ia San Francisco 


America Online yesterday 
restated its fourth-quarter 
and year-end earnings to 
include acquisition charges. 
The final figures had been 
delayed by talks between the 
online services company and 
US securities regulators. 

AOL yesterday disclosed a 
charge against earnings of 
588.2m, related to two acqui- 
sitions and the settlement of 
a shareholder lawsuit 

The charges reduced net 
earnings for the fourth fiscal 
quarter, ended July 30, to 
57.1m, or 3 cents a share. 
This compared with a loss of 
5113m. or 35 cents a share in 
the corresponding quarter. 

AOL had reported its oper- 
ating results in early 
August but in an unusual 
move delayed disclosure of 
net figures pending the out- 
come of talks with the Secu- 
rities & Exchange Commis- 


sion. The company said it 
initiated the talks. ■■ 

However, regulators have 
been scrutinising technology 
acquisitions in which compa- 
nies immediately write, off 
large sums for “in-process 
research and development”. 
The practice enables compa- 
nies to avoid spreading 
charges over years and 
reducing future earnings. 

AOL’s shares had risen 
almost 4 per cent, at 511&A 
in mid-session yesterday. 

During fiscal 1998. AOL 
increased its subscribers by 
3An to l£5m. AOL said rev- 
enues from subscriptions 
increased 51 per cent to 
$2.2bn. Revenues from adver- 
tising and electronic com- 
merce rose 160 per cent to 
5253L9m. 

For the full year. AOL 
reported net income of 
591.8m, or 35 cents a share, 
after charges. This compared 
with a net loss of 5488.8m, or 
52.61 a share in 1997. 


PR disaster at 
Sprint Canada 




Case Corporation, the US form and construction equip- 
ment company, is to buy the agricultural equipment busi- 
ness of DM), mi employee-owned company based in Illin- 
ois that specialises in the manufacture of soil management 
products. These include products used to assist in fertil- 
iser applications and tillage- related products. The move 
comes at a time when many big form equipment makers 
are broadening their product ranges, and looking to pro- 
vide more complete farm equipment “systems" - thus 
allowing farmers to approach growing seasons with more 
precise tools. Terms were not announced. 

Nikki Tait, Chicago 


COMPUTERS^ 

IBM, Sedgwick develop service 

International Business Machines, the international com- 
puter group, and Sedgwick, the UK-based Insurance bro- 
ker, are jointly developing risk transfer services for compa- 
nies engaging in electronic commerce over the internet 
Sedgwick said that by combkitog insurance coverage with 
IBM consulting services it would help companies to con- 
trol and reduce computer risks, as well as manage the 
after-effects of security breaches. Initially, IBM will perform 
an e-commerce "health check" on prospective customers. 
This assessment of a company's internet-based activity 
win define the scope of a company's risk and how it can 
be reduced through risk control measures and insurance 
coverage. Sedgwick said that by using IBM's expertise in 
Internet security, it would be able to offer insurance 
against losses due to computer security breaches such as 
network hacking, viruses and electronic thefts. 

A ndrew Bolger, Insurance Correspondent 


By Scott Morris o n bi Toronto 


Sprint Canada, the tele- 
communications service pro- 
vider, has qualified a scheme 
offering unlimited domestic 
long-distance calling after it 
was unable to cope with a 
sharp increase in customer 
volume. 

The public relations 
embarrassment recalls 
America Online's difficulties 
last year, when users 
clogged the online service 
provider's network after it 
offered unlimited service for 
a flat fee. 

Like AOL at the time'. 
Sprint Canada said it was 
working to expand its net- 
work capability. However, 
unlike the US online group, 
the Canadian company has 
imposed a cap on its unlim- 
ited calling plan. 

Sprint Canada, wholly 
owned by Call-Set Enter- 
prises, had offered unlimited 
long-distance service in Can- 
ada for C$20 (US$13.21 a 
month, but yesLerday said 
that customers who 
exceeded 300 minutes a 
month would be charged for 
additional services. 



Sprint Canada in July was 
the first of the nation's carri- 
ers to offer domestic 
long-distance service for a 
flat fee. Bell Canada and 
many of the country’s other 
former monopolies, which 
have for several years been 
losing long-distance market 
share, were forced to 
respond with a similar 
unlimited calling plan. 

But Sprint Canada yester- 
day said it was surprised by 
the sharp increase in traffic 
volume. Philip Bates, presi- 
dent and chief operating offi- 
cer. said about 5 per cent of 
customers, numbering 15m 
at the end of 1997, were 
accounting for about 30 per 
cent of the network's traffic. 

Shares of Call-Net Enter- 
prises, 25 per cent owned by 
Sprint, the US carrier, have 
fallen by almost 50 per cent 
Co about C$13 since late July, 
In part because investors 
became concerned about the 
company's ability to gener- 
ate revenae with its unlim- 
ited calling plan. Mr Bates, 
however, denied that the 
company's revenues were 
suffering as a result of the 
plan. 


SPOTLIGHT 


EURO WILL SPUR TOURISM 


The aura will give an additional impe- 
tus to European tourism, but it will also 
cause a shift in travel flows. Mainly 
Earopean holidaymakers stand to 
benefit from the switch to euros. They 
will save aa estimated DM3 billion per 
year due to the fact that currency con- 
versions will soon become obsolete in 
Europe. 

The travel and tourist sector is current- 
ly being regarded as one of the fastest- 
growing industries in the world. De- 
spite the world economy's comparati- 
vely weak growth and high unemploy- 
ment in many industrial countries, 613 
million people travelled abroad in 1997, 
a good three per cent more than the 
year before, thus setting a new record. 
Germans alone spent DM158 billion on 
holiday and business travel in 
Germany and abroad. 

This makes the tourist sector 
one of the leading industries. 

After all, tourism in Germany 
matches the economic impor- 
tance of such industries as auto- 
mobiles, machinery and chemi- 
cals; it accounts for almost 
seven per cent of total value- 
added. Besides, some two mil- 
lion jobs depend on this sector. 

Its relative importance in the 
European Union is even greater 
its share of the EU's value-added 
and total employment is a good 12 per 
cent end 13 per cent respectively. 

As a large part of tourist travel is for- 
eign travel, the start of the euro can be 
assumed to have an even greater 
impact on the tourist industry than on 
many other sectors. The mam reasons 
why file introduction of a common 
European currency can be expected 
to have, on balance, a positive effect 
on the tourist industry are discussed 
below: 

1. Tour operators' currency-related 
costs will disappear. Expenses arising 
in connection with exchange and inter- 
est-rate risks, currency conversions 


and transfers are estimated to amount 
to up to five per cent of the cost of for- 
eign travel. Hence there is potential in 
the EU for saving some DM8 billion 
annually. So tar, hedging costs have 
been incurred mainly by dint of the fact 
that operators book their capacities 
between 12 and 18 months in advance 
and therefore have to hedge their cur- 
rency exposures. 

2. Europe's tourists will no longer be 
burdened with conversion feBs and the 
spread between buying and selling 
rates. Potential savings from these 
sources are difficult to quantify, but 
they should have a magnitude of up to 
DM3 billion per year. A large part of the 
cost savings thus achieved is likely to 
be "reinvested* in the form of longer or 
more expensive travels, thus gener- 


ating additional sales for the tourist 

industry- 

3. The large single-currency area wilt 
meke Europe more attractive to visitors 
from third countries. Mainly tourists 
from other continents usually visit 
several European countries on the 
sama trip and will therefore also bene- 
fit from angle-currency Europe. 

4. The euro-zone should attract addi- 
tional investors from non-EU countries, 
as it will develop into toe world's No.1 
tourist area. 

In the final analysis, tourists will be 
the main beneficiaries. Thanks to tha 
greater price transparency and toe 


increased competition thus caused 
among toe providers of tourist serv- 
ices, most Df toe savings mentioned 
above are likely to be passed on to toe 
customers. 

Chances for third countries 
The introduction of toe euro is likely to 
lead to a gradual narrrowing of the 
purchasing-power differences among 
toe EMU members states. While these 
differences will not disappear com- 
pletely, they will tend to shrink as 
prices in the EU converge. This could 
boost tourism in Germany and Britain 
(provided Britain joins EMU in toe near 
future j, which are high-price countries 
in the EU at present An expanding 
touristtrade would give welcome relief 
to Germany's travel account which 
currently shows a deficit of 
more than DM51 billion. Ger- 
mans spent almost three times 
as much abroad in 1997 as for- 
eign tourists spent in Germany. 
Butthe shifts in travel flows will 
not be limited to EMU countries; 
they will also occur between 
euroland and third countries. 
Trends could well point in oppo- 
site directions. On toe one hand, 
destinations within toe euro- 
zone can be expected to gain 
in attractiveness for EMU resi- 
dents, as toe same currency can 
be used in all EMU countries. Hence 
it will no longer be necessary to ex- 
change currencies and to figure out 
how much an article would cost at 
home, which will facilitate "comparison 
shopping". On toe other hand, the intro- 
duction of toe euro could also cause 
tourists to flock to those non-EU coun- 
tries where they will continue to have 
a purchasing-power advantage after 
toe switch to toe euro. 
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Top brass at UBS in line of fire over LTCM debacle 


U nion Bank of Switzer- 
land's ill-fated invest- 
ment and option deal 
with Long-Term Capital 
Management was a tax- 
driven transaction for both 
sides and was approved at 
the highest levels of the 
Swiss bank. 

Switzerland’s Federal 
Banking Commission is 
investigating what led UBS. 
now Europe's largest bank, 
to write off SFriSOm (S&Om) 
on its exposure to the US 
hedge fund. 

According to bankers 
familiar with the deal, one of 
the main incentives was the 
desire by LTCM's US part- 
ners to defer income for up 
to seven years and convert it 
into less highly taxed capital 
gains. For the Swiss bank, 
the prospect of tax-free capi- 
tal gains was also a signifi- 
cant attraction. 

It has also emerged that: 

• the complex “structured 
transaction** between UBS 
and LTCM was unusual 
under the Swiss bank's inter- 
nal trading rules; 

• although the deal 
involved an equity invest- 
ment and equity derivative, 
it was handled by the bank's 
fixed-income division - and 
even more unusually, by its 
central treasury, 

• the deal's leading advo- 
cate within UBS - the man 
who prepared a key internal 
sales pitch - was a former 
colleague at Salomon 
Brothers of John Meri- 
wether, LTCM founder 
• top managers at the new 
UBS, dominated, by execu- 
tives from Swiss Bank Cor- 
poration. were told about the 
LTCM exposure before the 
merger, but chose not to act. 
In fact, fay failing to hedge, 
they may have increased the 
bank's eventual loss; 

• UBS executives, scram- 
bling to prepare for a meet- 
ing tomorrow with Swiss 
regulators, were frantically 
searching offices at the 
weekend to try to discover 
who had approved the deals. 
By Saturday, they were still 
looking for documents relat- 
ing to two of the three 
tranches of the transaction. 

UBS said yesterday it was 
in the midst of an internal 


Bank says it is confident the SFr950m charge wil! be the limit of its loss, writes Clay Harris 




Marcel Ospel (left): said to have left London with ears ringing. Mathis CabiaSavetta (right) championed the LTCM deal within UBS Reuters 


audit It was confident the 
SFr950m charge would be 
the limit of its loss and esti- 
mated its residual interest in 
LTCM at $400m. including 
the SSOOm it put in last week 
as part of the rescue. 

Although UBS’s role is 
somewhat of a sideshow to 
the main LTCM spectacle, it 
is a very big story indeed for 
the Swiss bank which barely 
two months ago escaped 
with a tap on the knuckles 
for its failures of risk control 
and oversight which led to 
another SFr625m loss on 
derivatives last year. 

In that case. Mathis 
Cabiallavetta, chief execu- 
tive of the old UBS and 
chairman of the new one, 
and key associates were able 
to pin the blame on the for- 
mer global equity deriva- 
tives (GEO) team which they 
had sacked in November. 

It may be harder for them 
to avoid responsibility for 
the LTCM debacle. Mr 
Cabiallavetta. dazzled by the 
apparent brilliance of Mr 
Meriwether and his team of 
Nobel economics laureates, 
championed the deal from 
start to finish. 

Felix Fischer, chief finan- 


cial officer at old UBS and 
chief risk officer at new 
UBS. insisted that part of the 
investment be booked 
through UBS's treasury 
account, normally used for 
funding and maintaining 
liquidity. And Werner Bona- 
durer, head of trading at old 
UBS and now cochief oper- 
ating officer at Warburg Dil- 
lon Bead, personally 
approved at least the third 
tranche of the deal. 

With hindsight, the deal 
was unusual in many ways. 
In 1996, UBS sold seven-year 
“call” options on LTCM 
shares, to a notional value of 
about $5S0m, to the hedge 
fund’s own partners, in 
return for a premium of 
$175m. Taken on its own, 
this seven-year option 
enabled LTCM partners to 
shift risk on to UBS. as the 
bank potentially had no 
limit to its liability if the 
value of the fond soared. 

The option had a strike 
price of 80 per cent of the 
forward value of LTCM 
shares, computed at dollar 
Libor plus 75 basis points 
(0.75 percentage point). 

But to hedge its position 
and to share in the upside it 


expected. UBS became an 
equity investor in LTCM. 
According to bankers, only 
about $525m was required to 
cover UBS’s initial exposure, 
but an extra $275m was pat 
In as equity, in a deal involv- 
ing one of LTCM's Cayman 
Island affiliates. (UBS yester- 
day confirmed the b ank had 
made a J266m investment in 
the summer of 1997). 

The structure rang alarm 
bells. It was sufficiently 
unusual to provoke opposi- 
tion from two UBS execu- 
tives well used to taking 
risk: Andy Rodman, former 
head of global proprietary 
trading, and Ramy Gold- 
stein, dismissed as head of 
GED last year after a finan- 
cial bloodbath caused by a 
misjudged arbitrage position 
in Japanese convertibles and 
the sudden closure of a UK 
corporation tax loophole. 


I t was risky, bankers said, 
because of its sheer size, 
the length of the option 
and the illiquidity and 
opaqueness of the underly- 
ing asset Unlike a share or 
bond, whose value could be 
gauged in the market imme- 
diately, LTCM's net asset 


value was available - from 
the fund - only once a 
month. It was hard to 
believe, they said, that UBS 
would normally have 
allowed this. 

The idea was brought to 
UBS by Ron Tannenbaum. 
who joined from Salomon in 
1991, and wanted to create a 
structured products group 
which would transcend the 
frontiers of fixed income and 
equities. Mr Tannenbaum 
prepared an internal sales 
pitch which promoted tbe 
LTCM deal as a means of 
“global diversification into 
‘relative value’ away from 
UBS's current macro- 
oriented European propri- 
etary trading”. 

He said the “strategic rela- 
tionship" would give UBS an 
“opportunity to participate 
in a highly levered (sic) ‘rela- 
tive value’ strategy through 
a limited liability company 
without adversely affecting 
UBS's balance sheet." Mr 
Tannenbaum. who now 
works for Rabobank, sought 
permission to invest person- 
ally in the f und, but this was 
refused by superiors. He was 
not available for comment 

In spite of misgivings, the 
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BCI set to remove chairman 


By Paul Betts in Milan 
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and Conditions of the Note* and Condition 39 of the Pricing Supplement 
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Banca Commerciale Ital- 
iana's executive committee 
is expected today to unseat 
Luigi Fausti, chairman, with 
a vote of no-confidence in his 
continuing leadership of tbe 
Milan commercial bank. 

The move is understood to 
have been engineered by 
Mediobanca, the Mfian bank 
which has been angered by 
Mr Fausti’s opposition to a 
merger between BCI and 
Banca di Roma. 

But even Mr Fausti’s allies 
on the executive committee 
are expected to vote against 
him on the grounds that the 
bank needs a new chairman 
to lead it during a period of 
rapid consolidation in the 
Italian banking sector. 

The committee is likely to 
appoint a temporary chair- 
man until a new board is 


constituted, reflecting the 
changed shareholding struc- 
ture of BCL The board would 
then Tiamp a new chairman. 

Gianfranco Gutty, chief 
executive of Assicurazioni 
Generali, one of BCTs lead- 
ing shareholders, or Fran- 
cesco Cingano. chairman of 
Mediobanca, were being 
tipped last night as candi- 
dates for temporary chair- 
man until a permanent suc- 
cessor is named. 

Industry insiders said last 
night that both Mr Fausti’s 
opponents and supporters 
had concluded it was time 
for him to go. But they 
emphasised this would not 
signal the go-ahead for BCI 
to resume merger talks with 
Banca di Roma. 

Although Mediobanca and 
its allies have been pressing 
for a merger of the two 
banks, both 8 per cent share- 


holders of Mediobanca, other 
BCI shareholders have 
opposed the deal, arguing 
that the Milan bank should 
concentrate on expanding in 
northern Italy. 

However, even Mr Fausti’s 
supporters have criticised 
him for failing to complete a 
large merger or acquisition 
when his Italian banking 
rivals have clinched signifi- 
cant deals. 

The arrival of Deutsche 
Bank - which last week 
announced it had bought a 
surprise 4.5 per cent stake in 
BCI - as well as other 
unn a m ed large shareholders 
is expected to tip the balance 
away from Mediobanca and 
its allies. There were reports 
last night that Credit Suisse 
may have bought a stake in 
BCL 

Paribas, with a 4 per cent 
stake, has also voiced its 


opposition to a BCT-Banca di 
Roma merger. 

In an effort to outman- 
oeuvre Mediobanca and its 
allies. BCI sought this 
month to join the new group 
of core shareholders of 
Banca Nazionale del Lavoro. 
due to be privatised by the 
Treasury next month. 

Mediobanca, which last 
night reported group net 
profits of L330bn ($20Qm) for 
its latest financial year, has 
thrown its full weight 
behind a last-ditch attempt 
to force through a deal 
between BCI and Banca di 
Roma. This would safeguard 
its influence on the network 
of financial and industrial 
alliances that Enrico Cuctfa, 
its founder and honorary 
chairman, has put together 
during the past 40 years. 
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Bouygues moves on telecoms sale 


U.S. $50,000,000 
Floating Rate Bonds due 2002 


By David Owen In Kris 


which ire guaranteed u u> payment of principal only at 
maturity oo the Interest Payment Date foiling 
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International Bank for 
Reconstruction and Development 


Rjt the Interest Period 23 ch September. 1998 to SWi March. 1999 the Bands 
will any a Rate of Interest rf 6.56375 per cent, per annum. The Coupon 
Amount j*r U. S. S 1 0,000 Bond will be U. SL $ J 1109 and the Gapon Amamt 
fwU.S. SKXMXJO Band will he (J. 5. $3,320.37 payable on 29ih March. 1999. 


Bankers Trust 
Company, London 


Agent Bank 


WOOLWICH 


Bouygues, the French 
construction, utilities and 
telecommunications group 
under pressure from Vincent 
Bollorg, tbe French finan- 
cier. is looking to float Bouy- 
gues Telecom, its mobile 
telecoms unit by late next 
year or early 2000. 

Philippe Montagner, group 
director, telecommunica- 
tions. made the disclosure 
yesterday at a Paris ana- 
lysts’ meeting. It came as the 
group confirmed it intended 
to cut its stake in 9 Telecom, 
its 51 per cent-owned fixed 
telecoms subsidiary, to 
below 20 per cent 


The company has come 
under intense pressure from 
Mr Bollort, who bought a 10 
per cent interest in Bouy- 
gues last December, to 
reconsider its telecoms strat- 
egy. The Breton financier 
has urged Bouygues to sell 
its telecoms operations on 
the grounds it had insuffi- 
cient capital to develop so 
many activities at once. 

Bouygues argues the activ- 
ity is creating “substantial 
value added" for Bouygues 
shareholders. 

The group’s “share of the 
accounting losses inherent 
in the launch of this type of 
activity" amounted to 
FFr353m in the first half of 


1998, against FFrl58m a year 
earlier. 

A flotation In the late 
1999-2000 period would 
almost certainly predate 
Bouygues Telecom's first 
annual profit The group has 
indicated it now does not 
expect the unit's results to 
turn positive until 2001. 

In other fields, Bouygues 
said it expected to announce 
the disposal of Grands Mon- 
lins de Paris, France's sec- 
ond-biggest flour maker, 
within weeks. 

The group also expects 
shortly to receive up to four 
offers for a substantial 
minority holding, probably 
between 30 and 40 per cent, 


in Its Saur-Cise public ser- 
vices business. Two of the 
prospective bidders are 
understood to be North 
American, with one French 
and one from the UK 
The group, which is anx- 
ious to retain control of the 
business, is understood ini- 
tially to have offered a 
smaller stake but to have 
attracted little interest 
Bouygues last week 
reported a sharp downturn 
in first-half net attributable 
profit, although profit before 
tax and exceptional items 
rose more than 50 per cent to 
FFrl.02bn_ The shares yes- 
terday closed down 4.1 per 
cent at FFrl,017. 


NEWS DIGEST 


RETAILING 


three-part deal - two 
tranches of $300m each, fol- 
lowed fay a third of J200m - 
w ent ahead. It is not clear 
whether a UBS “risk coun- 
cil" set up at the end afl996 
approved or reviewed the 
LTCM exposure. Its mem- 
bers were Messrs Cabiallav- 
etta. Fischer and Bonadurer 
and Pierre De Week, now 
chief credit officer. 

As recently as this week- 
end, UBS executives were 
trying to discover who had 
signed what, ahead of tomor- 
row's opening meeting with 
the Swiss regulator. 

Tbe initial search of UBS's 
Felsenhnf bead office in Zor- 
ich fay Toni Kunnann of the 
internal audit team and Paul 
Chan, Mr Cabiallavetta ’s 
personal assistant, turned up 
only Mr Bonadurer’s 
approval of the third 
tranche. This was signed 
after Hans-Peter Bauer, 
global head of fixed income, 
currency and derivatives, 
objected to the firm! instal- 
ment Mr Bauer left UBS just 
before Christmas last year. 

But nearly a year after the 
merger was announced, and 
four months after its belated 
consummation, the SBC- 
dominated top brass at the 
new UBS may find it hard to 
continue to plead ignorance 
about their partner’s mil- 
dewed dowry. 

Two former UBS execu- 
tives, who supported and 
handled the deal, say several 
senior executives of the new 
UBS. from the SBC side, 
were told about the exposure 
before the merger. They 
chose not to introduce fur- 
ther hedging even though 
LTCM partners were keen to 
retrieve some of their equity. 

There are also doubts 
about UBS's explanation last 
week that it had intended to 
sell on part of the LTCM 
investment in a "fund of 
funds”. The agreement 
between LTCM and UBS 
included severe restrictions 
on transferability. 

Marcel Ospel, UBS chief 
executive, is said to have left 
London last week with his 
“ears ringing" after breaking 
the bad news about LTCM to 
top executives, most of them 
colleagues from the old SBC. 


Rival bid clouds plan 
for KBB-Vendex merger 


A planned merger between KBB and Vend®* to creawthe 
Netherlands 1 biggest department stores group was thrown 

into question last night when a privately owned ctotrong 
chain proposed a counter-offer for KBB. WE Intemationel, 
operator of mid-market clothes stores and second largest 
shareholder In Saks Fifth Avenue of the US. indicated tt 
was wilting to bid up to FI 1.82bn [$96Sm). 

WE. which controls the Hi} and 2j fashion outlets, said it 
would pay FI 160-R 165 cash per share for KBB, wtveh 
owns the prestige Bijenkorf chain and Heme, a mass-nw- 
ket clothing and household retailer. Its ted would hove 
financial backing from Rabobank and from Glide Invest- 
ment Management. 

Vendex launched its agreed offer, valued at F1 145 a 
share, in February and has since been awaiting competi- 
tion clearance. WE, controlled by the de Waal family, said 
it had held discussions with KBB management aimed at a 
friendly deal. Neither KBB nor Vendex reacted immediately 
to the intervention. Gordon Crumb, Amsterdam 


POLYESTER 


Rhodia to sell Tergal Fibres 


Rhodia shares climbed steeply yesterday as the French 
speciality chemicals company, partly spun off by Rhdne- 
Poulenc earlier this year, announced plans to sell another 
polyester business. 

The group said it would sell Tergal Fibres, its sofe^ 
remaining European polyester production plant, to Com- 
pagnie Europfcenne de Polyester. CEP is in turn owned by 
the financial institutions Financier© Natexte, EPF Partners 
and ABN Amro, together with the factory's current man- 
agement team. Tergal Fibres produces PET resin, used in 
manufacturing mineral water bottles and polyester fibres 
for the automotive and textile markets. It employs 210 
people at Gauchy in France and expects 1998 safes of 
FFr5 00m ($89m). 

Rhodia said the move was in keeping with its strategy of 
focusing on speciality chemicals. It has sold 14 businesses 
with combined sales of FFr2 -2bn over the past year. 

The shares climbed FFr9.70, or 14.5 per cent, to 
FFr76.70. David Owen, Paris 


METALS 


Hoogovens scraps forecast 


Hoogovens, the Dutch metals producer, last night 
retracted its projection of some 39 per cent profils growth 
for the year, saying it was under pressure from sharply ris- 
ing imports. The impact on sales and product prices of 
world economic upheavals meant it was instead predicting 
earnings at about the 1997 level of FI 498m ($264m). 

"The increasing effects of the Asian crisis, and the wors- 
ening of the Russian and South American economies, are 
having more serious consequences than foreseen." it said. 
This showed through in “disappointing sales in various 
market segments and in falling prices". 

Early last month, in reporting interim profits nearly dou- 
bled to FI 386m, Hoogovens said the second half should 
match the FI 304m achieved in the same period of last 
year. Ahead of the news, Hoogovens shares closed 90 
Dutch cents firmer in Amsterdam at R 59.20. 

Gordon Cramb, Amsterdam 


CHEMICALS 


AECI takeover approved in part 


Shares in AECI, the South African chemicals and explo- 
sives group, fell 47 per cent to R12.80 yesterday after the 
competition board gave only partial approval for a take- 
over by Sasol. the petrochemicals company. 

Sasol had offered R30 for each share in AECI. which is 
53 per cent owned by Anglo American Industrial Corpora- 
tion. The competition board recommended that upstream 
operations such as the production of ammonia and phos- 
phoric acid could be merged, subject to conditions, but it 
said fertilisers and explosives should be excluded. 

Victor Mallet, Johannesburg 


FORESTRY PRODUCTS 


Enso buys into Advance Agro 


Enso, the Finnish forestry products group, yesterday 
underlined its expansion ambitions in south-east Asia by 
agreeing to acquire 19.9 per cent of Advance Agro, the 
Thai pulp and paper company, for FM416m ($82m). 

The Rnnish company, which announced ea/lier this year 
it was merging with Store of Sweden, said the deal would 
give it exclusive rights to market Advance Agro’s products 
outside Thailand. In a separate move, Oji Paper of Japan 
said it was acquiring 5.5 per cent of Advance Agro for 
$23.5m in exchange for marketing rights. 

Tim Burt, Stockholm 


ENERGY 


Tractebel meets foreign target 


Tracts bel, the Belgian energy group, said yesterday it had 
achieved Its target of having more generating capacity 
abroad than in Belgium two years early, as it announced a 
12.7 per cent increase in first-half net profits. 

Profits rose from BFr9.84bn to BFr11.09bn ($322m) on 
turnover up 10.9 per cent from BFr181.9bn to BFr201.8bn. 
■Rie group said Its acquisition of a stake in Gerasul. the 
Brazilian power company, had taken its total aeneratino 
capacity to 37.000MW. of which more than 22, 000M W is 
outside Belgium - making it the world's third largest inde- 
pendent power producer. Neil Buckley, Brussels 


Woolwich pic 

£200.000,000 


Flooring Rate Notes due 1999 

la accordance with the provisions of the Notes, notice is hereby 
given that the Rote of Interest for the three months period ending 
24 December. 1998 has been fixed at 7.507810% per annum. Tbe 
interest accruing for such three month period will be i 1 87. 1 8 per 
£10.000 Bearer Note, and £ 1 .871 .81 per £100.000 Bearer Note, 
on 24 December. 1998 against presentation of Coupon No. 19. 


Custos sells its entire stake in Skanska 


= By Tim Butt m Stockholm 


Agenr Bank 
Midland Bank pic 


Be: SOFTS Society Financier© poor les 
Telecommunications et FElectroniqoe 
Norn. USD 30,000,000 -FRNdne 2000 


Nodoe is hereby ghen that from 28 September 1998 to 28 Mareb 1989 
( 182 dsyal. the Note* will carry an interest rate of 6.4*>875» per annum. 
Interest parable on 29 March 1999 will amount to 
USD 376.48 per USD 10.000 Note 


Agent Battle 

Society Enropdenae de Banqne, Socfete Anonyme 


Custos, the Swedish 
investment company, yester- 
day sold Its entire holding in 
Skanska. one of Europe's 
largest construction groups, 
for SKrl.99bn (S253m). 

The expanding Investment 
group, which held 25.1 per 
cent of Skanska's voting 
rights and 6.1 per cent of the 
I capital, has agreed to sell 
part of tbe stake to Industri- 
varden. another Swedish 
institutional investor, and 
part to Inter-Ikea. the pri- 
vately owned investment 
arm of the Ikea furniture 


Skanska said the share 
transaction would have no 
impact on its strategy of 
focusing on international 
construction projects and 
real estate development. 

"We will continue to 
unwind peripheral assets 
when the time is right" said 
Claes Bjerk, Skanska chief 
executive. 

He also emphasised that 
the change in shareholder 
structure would not affect 
the disposal timetable for 
non-core assets, such as 
Skanska’s 8 per cent stake in 
SKF, the bearings manufac- 
turer. 

Skanska's most commonly 


traded B shares yesterday 
fell SKr3 to SKr271. com- 
pared with the SKr285-a- 
share offer accepted by 
Custos. 

Under the terms of the 
deal, Industrivarden has 
invested SKrl.l9bn to 
acquire 15 per cent of the 
construction group's voting 
rights and 3.6 per cent of the 
capital from Custos. That 
will Oft its existing share of 
the votes and share capital 
to 29J9 per cent and 7.4 per 
cent respectively. 

Inter-Ikea has spent 
SKrSOOm for 10.1 per cent of 
the votes and 2.5 per cent of 
the capital. 


Industrivarden is expected 
to be offered boardroom rep- 
resentation, while Inter- 
Ikea's investment should 
cement the existing relation- 
ship between Skanska and 
Ikea. 

Inter-Ikea said the acquisi- 
tion signalled its confidence 
hi Skanska's strategy. 

Per Ludvigsson. chief exec- 
utive of Inter-Ikea, made 
clear that tt did not signal 
any shift in the furniture 
group's investment strategy, 
which Is heavily weighted 
towards bonds. 

Custos. meanwhile, said it 
would use tbe SKr863m gain 
on the transaction to fond 


new investments. 

It is the second significant 
disposal by Custos in recent 
weeks. Earlier this month, it 
prompted tbe merger of two 
Swedish real estate compa- 
nies by selling a 44.6 per 
ant stake in Drott to rival 
NSckebro for SKri.07bu. 

Drott, which launched a 
SKr3.36bn counter-bid for 
Nackehro, yesterday said it 
had secured 66.4 per cent of 
Nickebro's shares, 

• In a separate announce- 
ment yesterday, Skanska 
said it was suspending work 
on two Russian construction 
projects because of the coun- 
try’s economic crisis. 
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COMPANIES & FINANCE: NTT DOCOMO IPO 


NTT DoCoMo’s initial public offering will be the world’s biggest. Growth has been explosive, but the world’s largest cellular 
operator now faces a slowdown. Moreover, the IPO is being launched in a hostile environment of global market volatility. 
Financial Times reporters assess the prospects for the DoCoMo IPO and the factors that will influence the company’s valuation 
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Questions hang over 
record-breaking issue 


DoCoMo: on paper, the biggest anywhere 

Top to initial public offerings 


Global wireless penetration 

Per art (June 1998 figures* 


By Paul Abrahams hi Tokyo 

The initial public offering by 
DoCoMo, Japan’s biggest 
mobile telecommunications 
group, easily generates 
superlatives. It will be tbe 
largest issue ever, over- 
taking that of its massive 
parent, NTT, in 1986. It is 
expected to become one of 
Japan’s top three companies 
by market capitalisation, 
with a value of $46-5bn- 
$60.6bn. 

The company’s name is 
derived from its slogan, DO 
Communications over the 
Mobile network, or doko mo, 
which in Japanese means 
“anywhere". 

It is the world’s biggest 
cellular operator, genp rating 
70 per cent of NTTb cash 
flow from less than 10 per 
cent of its employees. Its 
growth has been phenome- 
nal: the subscriber base has 
exploded from just l.3m cus- 
tomers in March 1994 to 
more than 20m last month. 

DoCoMo dominates the 
world's second largest mar- 
ket, with a 57 per cent share 
of all subscribers. During the 
past three years, earnings 
before interest, tax. deprecia- 
tion and amortisation 
(Ebitda) have grown at com- 
pound annual rate of more 
than 40 per cent - in spite of 
Japan's worst recession in 50 
years. 


But although DoCoMo's 
record is impressive, ques- 
tions remain over whether it 
can mai ntain its momentum. 

Japan’s cellular market is 
reaching saturation. The 
capital investment required 
to support the company's 
existing network and its 
future third-generation digi- 
tal system is huge - 
Y4,000bn over the next five 
years - and there are doubts 
about the return this expen- 
diture will generate. 

The company's low-cost 
personal handyphjane service 
(PR S) - which has a smaller 
range than normal caiiniar 
phones - has never made a 
profit. 

The company Is, therefore, 
not necessarily the straight- 
forward growth story being 
told by Nikko Securities and 
Goldman Sachs, the issue's 
global coordinators. 

But the biggest question- 
mark is the future of 
DoCoMo's core cellular ser- 
vices, which account for 75 
per cent of revenues. 

DoCoMo and its competi- 
tors have been almost too 
successful - last year the 
number of Japanese mobile 
subscribers jumped 50 per 
cent to 31m. Nearly one- 
quarter of the population 
already owns a cell phone - 
only Sweden, Norway, Israel. 
Finland and Hong Hong 
have a higher penetration 
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rate - and the growth of the 
Japanese market Is sure to 
slow in the next few years. 

Moreover, as the growth of 
the mobile market slows, 
DoCoMo is likely to lose 
market share. This is mainly 
because of technical factors: 
DoCoMo is in danger of run- 
ning out of bandwidth capac- 
ity. Although it controls 
more than half the market, 
it has been allocated only 41 
per cent of the cellular band- 
width. That means it has 
3,000 customers for every 
base station, against 2,000 
for most international 
mobile operators. 

To offset this congestion 
the company is investing 
heavily in new base stations 
and improving transmission 
technology and data com- 
pression. Its cumulative cap- 
ital investment in the pak 
three years has been 
Yl,405bn, but this year alone 
it will invest Y840bn. Most 
analysts believe its spending 
will need to be kept at these 
levels for the foreseeable 
future. 

Despite this, some observ- 
ers estimate that if sub- 
scriber numbers expand 
another 50 per cent, the net- 
work could become so con- 
gested that customers will 
no longer able to make calls 
at peak times and would 
switch to other providers. 

Also, revenues per cus- 
tomer will almost certainly 
falL Monthly average reve- 
nues per customer have 
dropped from Y19.720 in 1995 
to Y10.810 last year, and are 
expected to drop to Y9.430 
this year. By one estimate, 
the compound average 
growth rate of DoCoMo's 
sales looks set to fall to 8 per 
cent over tbe next seven 
years. 

Margins on the cellular 
business could also suffer 
because of greater marketing 
costs, aggressive discounting 
- basic rates have fallen 50 
per cent in the pest three 
years - and higher numbers 
of low-value marginal .cus- 
tomers. By one estimate, tbe 
growth of DoCoMo's Ebitda 
will fall from 58 per centTast 
year to just 20 per cent next 
year, 6 per cent in 2001 and 
2J5 per cent in 2003. 

The company is increasing 
its stake in the PHS 
operations from 48 per cent 
to 63 per cent in December, 
and from next year will have 
to consolidate PHS’s losses 
as wen as debts of Y450bn. 
Net profits may not be seri- 
ously affected because of tax 
credits on tbe losses, but the 
balance sheet implications 
are significant and PHS may 
prove a significant drain on 
management resources. 


To offset these problems 
DoCoMo, led by Keiji Tachi- 
kawa. its energetic new pres- 
ident, plans to invest heavily 
in its new technology, 
known as wideband code 
division multiple access, or 
W-CDMA. The aim of this 
investment - a staggering 
Y2,000bn - is to create a new 
market in multimedia 
mobile telephony which 
allows data as well as voices 
to be transmitted over the 
airwaves. This move is 
described by Mr Tachikawa 
as “moving from volume to 
value". 

DoCoMo can probably 
afford the investment as its 
pre-IPO debts of YL,365bn 
will almost certainly be elim- 
inated by the proceeds of tbe 
issue. But significant prob- 
lems remain. First, the 
W-CDMA technology may 
not be ready for its planned 
launch in 2000. Furthermore, 
the company's ambitions are 
highly dependent on the sys- 
tem being adopted as a 
global standard - which Is 
far from certain. 

Finally, there is no guar- 
antee that this huge and 
expensive gamble will gener- 
ate an adequate return. 
Some believe there may be 
limited demand for wireless 
data traffic, and in any case 
bandwidth restrictions could 
limit the number of custom- 
ers, m aking the service less 
profitable than its existing 
cellular network. 

Most analysts are using 
price/Ebltda multiples to 
compare DoCoMo with inter- 
national groups such as 
Telecom Italia Mobile of 
Italy. Vodafone of the UK 
and Airtouch in the US. 
Some analysts believe that 
over the next three years, 
these companies will have 
an Ebitda compound annual 
growth rate of about 17 per 
cent. 

Based on share prices last 
month, before the recent cor- 
rections, these companies 
have traded in a range of 
between 10 and 18 times 1999 
Ebitda. At similar valua- 
tions, that indicates 
DoCoMo's market capitalisa- 
tion in a settled market after 
tbe EPO could be between 
YSJSOObn and Yll^OObn. or a 
price per share of between 
Y5m and Y6m. 

Naturally, the vendors will 
need to offer the shares at a 
discount of as much as 20 
per cent to get the issue 
away, particularly given the 
recent market volatility. 

But these Ebitda estimates 
include some significant 
assumptions, and leave out 
some important factors. The 
assumption of 17 per cent 
compound annual growth 
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rate until 2001 is aggressive 
given the slowdown in mar- 
ket growth and expected 
decline in margins. 

Most important, however, 
Ebitda does not include capi- 
tal spending. Arguably. 
DoCoMo is planning to 
invest a great deal more over 
the next five years than Its 
US and European counter- 
parts and there is no guaran- 


tee that it will generate a 
return above its cost of capi- 
tal. 

At best Ebitda and other 
methods provide only an 
indication of value. But 
unless there is a crash in 
global markets in coming 
weeks, demand is likely to 
be heavy. 

Some investors, such as 
index trackers, will have to 


OPTIONS FOR CHANGE A RESTRUCTURING IS UNDER WAY 


Circumstances call for an acceptable compromise 


By Mfettiyo Nafcamoto bi Tokyo 

NTT is relinquishing some of 
its crown jewels by selling 
part of its stake in DoCoMo. 
Japan's largest telecommu- 
nications operator is selling 
218,000 shares in its mobile 
phone subsidiary, which last 
year provided 50 per cent of 
NTT’s consolidated recur- 
ring profits, almost all its 
consolidated earnings 


growth and about 70 per cent 
of its cash flow. 

The sale will reduce its 
holding from 9168 to 67.13 
per cent, and NTT is reluc- 
tant to reduce that holding 
any further. But NTT may 
not have had any choice. 
Japan's telecoms authorities 
have been seeking to reduce 
the company's dominance, 
and the sale of part of the 
DoCoMo stake may have 


been a political necessity. 
Tbe telecoms giant barely 
avoided a full-scale break-up; 
instead, it has been allowed 
to be reorganised under a 
holding company thanks to 
NTT-friendly politicians. 

But there are good reasons 
why NTT would want to 
raise funds. It faces heavy 
investments at a time when 
revenues are sluggish. 
Although capital spending at 


tbe parent level is due to Jail 
from Yl,8S7bn in 1998 to an 
estimated Yl,750bn in the 
year to March 1999. net debt 
is expected to rise from 
Y4,977bn last year to more 
than Y5,100bn over the next 
two years. 

NTT also hopes that this 
year the ministry of finance, 
which stDl owns a 65.4 per 
cent stake in the company, 
will release a fourth tranche 


of shares. That prospect 
became more real this 
month, when the ministry 
invited underwriting bids. 

However, since any sale or 
NTT shares would come 
after DoCoMo's IPO, NTT 
needs to provide investors 
with an incentive to buy. 
One option would be to use 
some of the proceeds from 
the DoCoMo sale for a spe- 
cial dividend. 


While DoCoMo is building 
on the strength of its domi- 
nance at home to conquer 
other markets, NTT faces a 
profits squeeze. 

Telephone revenues, 
which make up 70 per cent 
of parent revenues, are 
expected to fall nearly 5 per 
cent next year due to a 
sharp fall in basic fees and 
call traffic. 

However, all is not gloom 


SIMILAR FLOTATIONS: MIXED OUTCOME FOR SHARE PRICES 


Keen overseas 
interest likely 


A tale of three telecom companies 
Share prime Getasafl 


By Vincent Boland 


Apart from being the world's 
largest initial public offer- 
ing, DoCoMo will also 
include the largest overseas 
tranche of shares ever, with 
the company hoping that 
international investors will 

buy up to Y600bn ($4.43bn) 

worth of the total value of 
the offering. 

That is larger than the 
international tranche of the 
Deutsche Telekom privatisa- 
tion in 1996, when investors 
outside Germany bought 
$4 bn worth of shares, then 
the biggest slice of equity 
offered outside an issuer's 
domestic investor market. 

Ironically, the biggest IPO 
before DoCoMo was Of its 
parent. Nippon Telephone 
and Telegraph, in 1986. 

The first batch of NTT 
shares sold by the Japanese 
government was worth 
$l3.6bn. just shading Deut- 
sche Telekom's sale 10 years 


later, which raised Jl3Jbn. 
The circumstances for all 
these Dotations were differ- 
ent. 

NTT was privatised as the 
Tokyo equity market was 
heading for its peak: Japa- 
nese shares have spent most 
of the 1990s In a severe 
slump, and the company's 
share price has been a poor 
performer. Float ed at about 
Y2J2m a share, NTT's price 
had slumped to about half 
that level yesterday. 

Indeed, the company's 
share price has been below 
the flotation price since the 
end of 1988, and there are 
even some investors who 
blame its flotation for partly 
causing tbe slump in Japa- 
nese equity prices. 

Bankers say that DoCoMo 
has few real peers in the 
telecommunications indus- 
try - it is by far the biggest 
mobile telephone company 
in the world. However, a 
couple of underperformers 
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POOR PROSPECTS THE HANDYPH0NE ARM HAS A DISMAL RECORD 

PHS unit may prove a 
handful for new parent 


JW 1998 
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aside, telecommunications 
stocks, especially of priva- 
tised companies, have done 
well in the past decade. 
Deutsche Telekom has risen 
from its flotation price of 
DM2&50 to trade yesterday 
at DM5O30. 

British Telecommunica- 
tions. privatised in 19&. has 
risen more than five-fold 
from its flotation price to 
close yesterday at 7S7p. 

France Telecom did better. 
Privatised a year ago at 
FFr187 a share as world 
equity markets were begjn- 


Sep 


ning to feel the effect of the 
Asian crisis, the price 
peaked at FFr490. It was still 
at about double its opening 
level yesterday, at FFr35850 
a share. 

One telecoms analyst says 
these performances reflected 
that they were mature com- 
panies operating effective 
monopolies in their domestic 
markets. “DoCoMo is differ- 
ent because its business is 
mobile, but the question to 
be answered is whether its 
growth is behind it or 
ahead." he says. 


By Paul Abrahams 

If it were up to DoCoMo's 
management, the mobile 
telecommunications group 
would probably not be 
acquiring full control of NTT 
Personal, the parent's per- 
sonal handyphone system 
(PHS) business. But in 
December, DoCoMo, which 
owns a 48 per cent stake. 

will become the complete 
owner of NTT Personal. 

PHS has been a disaster. It 
has never made a profit, 
booking cumulative losses of 
Y225bn (S1.7bn) since 1995. 
Nor is there much prospect 
of a profit, let alone a posi- 
tive return on investment. 
By one estimate. NTT Per- 
sonal will be booking net 
losses and generating nega- 
tive cashflow in 2005. 

Nevertheless, the transfer 
price will be about Y220bn. 
But it will also have to accu- 
mulate write-offs of about 
Yi65bn relating to past and 


future losses up to December 
this year. NTT, DoCoMo's 
parent, is anxious to get the 
business off its books and 
believes its mobile subsid- 
iary. with its strong cash- 
flow. is in a better position 
to deal with the mess. 

The problem with PHS is 
that it has lost its rationale. 
The theory was that consum- 
ers would be willing to trade 
low cost for relatively poor 
functionality. But the rapid 
decline in cellular phone fees 
has almost eliminated any 
price advantage PHS might 
have had The result is that 
the number of subscribers 
for all PHS services is fall- 
ing. from 6.7m in March to 
6.5m at Lhe end of July. 

The acquisition Is not 
totally disastrous for 
DoCoMo, however. True, the 
predicted net losses from the 
business this financial year 
of Y83bn seem substantial, 
but most analysts believe 
these will not hit overall net 


profits too hard because of 
tax credits on the losses. 

Of more significance will 
be the effects on the balance 
sheet, given that the busi- 
ness's liabilities exceeded its 
assets by Yl98bn. However, 
tbe company expects the 
proceeds from the IPO to all 
hut eliminate debt 

More worrying is the ques- 
tion of whether PHS will 
absorb a disproportionate 
amount of management time 

and attention. Executives 

must ensure that PHS's 
losses do not spin out of con- 
trol. It win have to cut costs 
and reduce the chum rate - 
the number of subscribers 
quitting the sendee. 

Although managers also 
believe they can raise reve- 
nues by generating syner- 
gies with the successful cel- 
lular operations - in effect, 
bundling the two together - 
the danger is that the busi- 
ness could become some- 
thing of a distraction. 





TECHNOLOGY 


buy the stock. For domestic 
institutions and retail inves- 
tors, DoCoMo will probably 
prove attractive, not least 
because it is an unusual 
commodity - a growth stock 
in recessionary Japan. 

Even if DoCoMo's medium- 
term prospects are murky, 
the prospect of earnings 
growth for just tbe next few 
years is an enticing prospect 


and doom. Analysis believe 
NTT's reorganisation will 
give it more freedom and 
flexibility. In addition, tbe 
explosion in internet use has 
spurred growth in NTT’s 
ISDN services. 

Finally. NTT will remain 
the largest shareholder in 
DoC-oMo, and tbe mobile 
group's prospects will con- 
tinue to be a big part of 
NTT’s own growth plans. 


Spending 
on new 
network 
could be 
a burden 

By Michiyo Nakamoto In Tokyo 

One source or concern for 
prospective DoCoMo share- 
holders is the heavy invest- 
ment planned for the compa- 
ny’s third-generation mobile 
communications network. 

True to its roots ns an off- 
shoot of NTT, the tech- 
nology-driven former public 
utility. DoCoMo has been a 
leader in the development of 
advanced W-CDMA (wide- 
band rode division multiple 
access) technology. Third- 
generation mobile networks, 
such .-is those based on the 
W-CDMA standard, will 
allow data as well as voice 
traffic to be sent through 
wireless terminals, because 
they will have much greater 
capacity than existing 
systems. 

W-CDMA. which lias been 
endorsed by the Japanese 
standardisation organisation 
and designated the European 
standard for third-generation 
mobile communications, is 
likely to expand DoCoMo's 
business reach Tar beyond 
Japan. 

But at the same time it 
will put a substantial capital 
spending burden on the com- 
pany. Over the next five 
years. DoCoMo expects capi- 
tal spending to rise to about 
Y84Ubn a year, from 
Y724.2bn last year and 
Y392.3bn the year before. 
Once it starts building base 
stations and switches for the 
planned launch of W-CDMA 
services in mid-2001. the esti- 
mated cost of developing and 
building the network comes 
to more than Y2,000bn over a 
five-year period. 

However, depending on 
the speed and nature of the 
roll-out and of the introduc- 
tion of various services 
using the W-CDMA network, 
the costs could increase. 

The question is whether 
the returns generated from 
W-CDMA services justify 
this level of spending. 

Supporters of the technol- 
ogy argue that demand for 
such services will grow as 
mobile phone users want to 
send faxes, access e-mail, 
hold video conferences and 
browse the internet as well 
as talk to each other. 

DoCoMo sees W-CDMA as 
the key to its global ambi- 
tions. It is tbe first time that 
a technology largely devel- 
oped and promoted by a Jap- 
anese telecoms company has 
the chance of becoming a 
global standard. 

Europe's adoption of 
W-CDMA as the next genera- 
tion standard, and the sup- 
port from Europe’s leading 
equipment makers, increases 
the chances that W-CDMA 
will be adopted not only in 
Europe but also in many 
Asian countries, where the 
European GSM standard has 
been prevalent 

But while mobile comput- 
ing and other multimedia 
services are likely to prove 
popular among business 
users, the future may not be 
as rosy as DoCoMo hopes. 

For one thing, as with cel- 
lular networks, there is some 
concern about bandwidth 
availability. In Japan, the 
ministry of posts and tele- 
communications plans to 
allocate to three carriers 
20Mbz of bandwidth each 
for their third-generation cel- 
lular services. While it may 
be safe to assume that 
DoCoMo win be one of the 
three. 20Mhz may not be suf- 
ficient for it 

Equally uncertain is 
whether the price for the ser- 
vice will be prohibitively 
high. The limited bandwidth 
means that only one in every 
100 users will be able to use 
real-time video conferencing 
- and that could cost up to 
100 times more than cellular 
phone calls, according to one 
calculation. 

DoCoMo also faces the risk 
of a patent battle with Qual- 
comm, the US telecoms com- 
pany. which reportedly 
believes that certain 
W-CDMA technology 
infringes on its patents. 

Nevertheless, W-CDMA is 
the key to DoCoMo's growth 
strategy. The company faces 
a fall in its historic rate of 
growth as the penetration 
rate for conventional mobile 
phones has climbed and 
average revenues per sub- 
scriber have declined, due to 
the spread of cellular phones 
among non-business users. 

Its ability to take on new 
subscribers is constrained by 
a lack of spectrum capacity. 

Unless it can roll out the 
new services quickly, growth 
will stall at a time when cap- 
ital spending needs remain 
high. 
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GM strike and Asian turmoil hit Pilkington 


Jonathan Guthrie 

Pilkington, the world's 
largest glassmaker, warned 
yesterday that profits had 
been badly hit by a strike at 
General Motors in the US, 
economic turmoil in east 
Asia and South America, 
and currency fluctuations. 

The announcement is the 
latest piece of bad news from 
the glassmaker. which is in 
the throes or a big restruct- 
uring launched by Paolo Sca- 
roni, the chief executive 
appointed last year as a trou- 


ble shooter. It followed an 
initial profits warning about 
the GM strike in July. 

Analysts cut profits fore- 
casts yesterday. SG. the bro- 
ker, made one of the biggest 
reductions, from £i62m to 
£129m lor 1998-99. 

Goldman Sachs, more repre- 
sentatively, trimmed its fig- 
ure by £15m to £137to. 

The shares were 
unchanged at 60V4p. They 
had already fallen sharply in 
anticipation of the state- 
ment, made ahead of the 
closed period preceding 


Interim results on October 
29. 

The announcement 
prompted speculation that 
Pilkington could be taken 
over - analysts calculated 
the shares were at an 80p 
discount to the replacement 
value of assets. 

Howard Seymour of ABN 
Amro said: “Any bidder, 
would have to break Pflkmg- 
ton up - all the big glass 
producers have interests in 
some of its markets.” 

PUMngton said the strike 
at General Motors, an impor- 


tant customer of Pilkington 
Ubbey Owens Ford, its US 
autoglass subsidiary, had 
cost it sum. Profits from the' 
subsidiary were reduced a' 
further £4m in the first five 
months by weakness of 
the yen. This hpfl stemmed 
demand from Nippon Sheet 
Glass of Japan, which owns 
20 per cent of the US auto- 
glass operation. 

Pilkington said that car 
production in South Amer- 
ica, the destination for 10 per 
cent of its autoglass for new 
cars, was IS per cent lower 


Booker names chief executive 


By David Btadmell 

Booker, the food distribution 
group, has turned to Stuart 
Rose, former Argos chief 
executive, to restore its for- 
tunes after two foiled merger 
attempts. 

Mr Rose is well regarded 
by the City following his vig- 
orous - though ultimately 
unsuccessful - takeover 
defence of Argos this year. 

His appointment as 
Booker chief executive was 
announced yesterday along- 
side the appointment as non- 
executive chairman of John 
Napier, who took distribu- 
tion group Hays from a mar- 
ket capi talisa tion of £400m 
into the FTSE 100. 

Booker shares responded 
by rising I4p to 105Vip - still 


RESULTS 


less than half the 249p ahead 
of Charles Bowen's dismissal 
as chief executive in March. 

Jonathan Taylor, chair- 
man. who postponed his 
planned August retirement 
as Booker’s problems 
mounted, said the appoint- 
ments were "just what 
Booker needs. It would be 
too easy to say they are a 
dream team - but they are 
very complementary." 

Mr Rose is understood to 
have been offered an options 
package for lm shares and a 
salary of about £400,000 - 
£76,000 more than Mr 
Bowen, who Is still being 
paid a salary of £324X00. 

Analysts said there would 
be a lot of relief that the 
group bad recruited someone 
with a strong reputation. 


“Mr Rose has the sort of ped- 
igree that suggests he should 
be capable of sorting Booker 
out,” said one. He pointed 
out, though, that the same 
bad been said of Charles 
Bowen when be arrived. 

Mr Rose said he was first 
approached by Booker in 
May. but matters had been 
delayed by the company’s 
merger talks with, first, 
Somerfield and then Bud- 
gens, the supermarket 
groups. He was looking for- 
ward to developing the core 
business of food distribution 
and cash and carry. 

The group has a strong 
franchise that needs to be 
retuvigorated,” said Mr Rose, 
who win start work in the 
next few days. He did not 
know Mr Napier well, but 
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GLOBAL 

TRADING OPERATIONS 


A NEW APPROACH TO FX PROCESSING 


First Chicago NBD has launched Global Trading Operations, Inc 
to offer a comprehensive outsourcing service in Foreign Exchange. 

GTO offers those participating in the Foreign Exchange market the 
opportunity to outsource their FX processing and settlement, 
reducing costs and removing a management distraction. 

Outsourcing to GTO will allow you to take advantage of our in- 
depth experience and resilient technology, providing you with the 
ultimate solution in Foreign Exchange processing. 


GLOBAL 


TRADING OPERATIONS 
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than., last year and that 
demand would remain weak. 

Exchange rate movements 
reduced profits by Siam. 
About £10m ctf the damage 
resulted from higher funding 
costs ta Poland and Mexico, 
where operating profits in 
local currencies are used to 
meet Interest charges 
denominated in D-Marks and 
dollars,, which have risen, 
against the zloty and peso. 

' Mr Scaroni said that 
demand was generally Ann 
In the US and Europe and 
that Pilkington would 


"report progress’* this year - 
interpreted by analysts ' as a 
signal that . profits were- 
unlikely to fell below the 
£l2Sm achieved in 1997-98. 

Mr Scanpd said: “I believe | 
we are ofi track to deliver 
the redaction L in costs of. 

over £200fo in two years we 

have promised-" However, 
analysts questioned how 
much of the benefit would 
reach shareholders. 

The company aims to cot a 
further 7,500 jobs by next 
summer, bringing its head- 
count to abouLSLSOO 



Earnings shown baric. DMdends shown net Roues fei brackets are for axresponcfing period. ■ Rental inoane. AAfter ace pt i c nri charge, f 'After e ic e pO o nri credL 
★Comparatives reseated. -{On increased capital. $Aftn stock. £takid8S 025p qmctal; Q.72p payable as fcrefen bicans dmdenL 


whs delighted at his appoint- 
ment and was sure they 
would make a good team. 

Mr Rose, 49, who spent 17 
years in the food divisions of 
Marks and Spencer, has, 
made no secret of bis desire 
to head a large independent 
retailer.* He lasted just 10 
weeks at Argos, which lost 
its independence in a £L9bn 
takeover bid from Great Uni- 
versal Stores. He turned 
down an offer from Lord 
Wolfson of Sunntngdale, 
chairman of GUS, to stay 
with tire merged group. 

Mr Napier, 55, spent more 
than seven years as group 
managing director with 
Hays, during which time its 
market capitalisation grew 
from £400m to £4bn. He win 
join the board in November. 



Stuart Rose: market welcomed his appointment Brendan Coir 


Close shares fall 
on warning of 
a slowdown 


By Jane Martinson 

Close Brothers, the 
independent investment 
hank , aflrinri to gloom about 
the UK economy yesterday 
when it warned that a slow- 
down would hit revenues 
over the short term. 

Its shares fell 55p. or more 
than 10 per cent, to close at 
466p, a 12-month low and 
half the peak reached in 
June. 

The fall ram* even though 
the bank — London's second 
largest listed merchant bank 
- announced its 23rd succes- 
sive year of increased prof- 
its, with a 28 per cent rise to 
£89.6m in the 12 months to 
July 31. 

One broker cut his profits 
forecast by 12 per cent- to 
about £65ra for next year, 
the second downgrade in six 
months for the bank. 

Rod Kent, managing direc- 
tor, said “signs of economic 
slowdown" were being felt in 
many of the group’s 17 divi- 
sions. Its has three main 
areas of business: asset 
finance, corporate finance 
and Investment manage- 
ment 

Mr Kent said tbe group's 


loans activity was particu- 
larly sensitive . to the 
strength of tbe economy. 
Companies had started to 
ask for extensions or 
expressed difficulty in recent 
months. M We are a very, 
very sensitive indicator,* be 
said. "We are right at the 
coalface, we don't need to 
read newspapers or forecast- 
ers to know that [things are 
difficult]. ... : . , 

Close deals with several 
engineering . companies, but 
Mr Kent said difficulties bad 
been noticed across the 
board. ‘This is not a manu- 
facturing versus service sec- 
tor thing, nor is it a north/ 
south thing." The bank had 
absolutely no exposure to 
emerging markets. Asia, or 
hedge funds, all scenes of 
turmoil in recent months. 

Mr Kent said the diversi- 
fied. nature of the bank’s 
biisuess would help it sur- 
vive the difficult months 
ahead." • 1. 

The bank has been subject 
to bid speculation in the past 
yaur, but Mr Kent said the 
group was "not a natural 
takeover target" " partly 
because of its tightly held 
shareholder base. 


Fancy stock mairkat ratings A - - . . . . . - • 

and regulatory risk do not Wdifoneffliaee 
mix wbIL The prospect of the . 

teleco mmunic ations reguia- sfese since tf» oranse 

•tor assessing the competitive- 27s: ; - — : ; — L i-~ _ ■ 

ness, of “the mobile phone 1 ' gg — flL 

market turned investors* sto Jf T:-- 

machs ; yesterday. But the'-”— w . |U- 

regulator’s wake-np call was 20B _^ -f — 

hardly ear-splitting. At issue . 'i 

is whether mobile operators ^ : fl 

should hava to make their —if-f 

networks accessible to rivals, i'.izs. — 

and cm what, terms. Extend- 

tog the .existing regime - . 

whereby mobile phone opera- .. “ 

tors sell bulk capacity to ser- . JttrWte . 97 68 

vice providers at a discount 
to their retail price - hardly 

spells disaster. Service providers are being marginalised, as 
customers prefer a simpler direct relationship wjth their 

operator. • 

The regulator, though, could impose a for barsber inter- 
connection regime along the lines of the one that governs 
British Telecommunications tn the fixed market. But such a 
move is not only unlikely; it would also be. unwise. 
Heavy-handed regulation would risk undermining the incen- 
tive of the operators, two of which are still lossmaking, to 
complete rolling out their networks. 

Admittedly, mobile phone call charges are still far higher 
tftan fixed-line calls. And Vodafone has 38 per cent of the 
winhite market. But that is still well below the stranglehold 
BT in tbe fixed market. Moreover, there are four reason- 
ably-balanced operators in mobile, prices are coming down 
test, and subscriber growth has picked up. The magic of the 
market should be given more time to work. 

Formula One 

Some nest-egg. Formula One is raising $2bn via a bond 
issue. The business itself does not need any cash, and Bernie 
Ecclestone, the Formula One founder, does not seem keen to 
splurge out on a football club or two. The money will go into 
a trust fimd for the Ecclestone family, which want sto 
realise some of the value in the business. Formula One says 
-the bond issue will help wa r m up investor appetite ahead of 
a flotation. 

Plans for an equity offering last year were shelved by 
disagreements between Mr Ecclestone and Formula One 
teams. Fences have apparently been mended, and investors 
may well lap up the debt - Formula One reckons it should 
attract a credit A rating. Mr Ecclestone must be hoping 
equity investors will follow by example. 

Merchandising 
fall at Man Utd 


Further gain for 
Billiton shares 


By Kenneth Gooding 

Billiton, the mining and 
metals group, was the best 
perfo rming stock in the 
FTSE 100 Index yesterday, 
when Us shares closed up 
ll%p at 13TOp, a rise of 
nearly 9 per cent. 

The shares have jumped 
more than 40 per cent since 
dropping briefly to 98p on 
September 1. at which point 
Billiton was tbe year's worst 
performing constituent of 
the FTSE 100. 

The company suggested 
the abrupt change in its for- 
' tunes followed successful 
“road shows" by the senior 
management team, led by 
Brian Gilbertson, chairman 
and chief executive, in the 
US and South Africa, as well 
as the UK This gave it a 
chance to reinforce the 
upbeat messages that accom- 
panied the preliminary 
results on September 7. 

Analysts suggested that 
Billiton had attracted the 
attention of those invest- 
ment funds in the US that 


seek out long-term value. 
Nigel Kieser. at JP Morgan, 
said: “The value story is 
very strong. The long-term 
value investors saw Billiton 
as dirt cheap ” 

He said that takeover 
rumours were also helping 
to lift Billiton shares. “Its 
aluminium business got 
to be very attractive to 
someone like Alcoa [tbe US 
groupl. while there are lots 
of good things in the other 
operations that could be sold 
at attractive prices." 

•However, Mr Kieser dis- 
counted rumours that Rio 
Tinto, the world’s biggest 
mining company, might 
make a run at Bflhton. "It is 
not Rio’s style to make hos- 
tile bids." . 

Russell Skirrow, at Merrill 
Lynch,- is- forecasting Billi- 
ton's attributable profit 
before exceptional will fell 
to $379m this financial year, 
n gaiwat $481m. 

He suggested the share 
price would not rise much 
further and said he was 
expecting another setback. 


Ashanti Goldfields, the 
London listed mining group, 
has slightly altered tbe 
terms of its agreed $l87m 
offer for Samax, a Canadian 
exploration company also 
with operations in Africa. 
Ashanti Is offering two 
options to its C$754 C$532) a 
share cash offer. One Is of 
unlisted, guaranteed, unse- 
cured, fixed-rate loan notes 
paying 5 per cent interest 


By Patrick Hamrson 

Manchester United yester- 
day provided further evi- 
dence that tbe boom in foot- 
ball replica kits which has 
played a big part In trans- 
forming the sport's finances 
over the past few years, has 
peaked. 

Reporting a .16 per cent 
drop-in foil-year merchandis- 
ing revenues- to £24.lm 
($40. 6m). the Premiership 
club, which has agreed a 
£623m bid from BSkyB. 
admitted demand for replica 
kits from fashion-conscious 
consumers bad declined! 
However, it said the fell had 
been made worse by fens 
delaying purchases, ahead of 
the arrival of a new home 
strip and to a change in the 
terms of a supply deal with a 
big retail Customer. 

Peter Kenyon, deputy 
chief executive and the man 
in overall charge of mer- 
chandising; admitted he had 
not ; seen as many people" 
wealing replica kits on the 
streets as in the past How- 
ever, he said tbe club still 
expected to sell about lm 
kits this season. 

Meanwhile, United is look- 


ing to develop its overseas 
merchandising business, and 
will open its first foreign 
retail site in Dublin airport 
next month. Manchester 
United International, the 
new operation set up to co- 
ordinate overseas merchan- 
dising. plans to open 150 out- 
lets which will be run in 
partnership with local fran- 
chise operators, across three 
regions: Ireland. Scandinavia 
and east Asia. 

The decline in merchandis- 
ing in the year to July 31 
was however, almost offset 
by a £3.6ro rise in television 
revenues to £l6.2m in . the 
wake of. the Premier 
League's new deal with 
BSkyB. 

Overall revenues were 
unchanged at £87 .9m, while 
the improvement in high 
margin TV revenues meant 
pre-transfer profits rose to 
£29.6m (£27_3m). However, 
after net spending on players 
of £15 .5m (£293,900 received), 
pre-tax profits fell from 
£27.6m to £14. lm. 

Gate receipts were down 
slightly at £29 Am as a result 
of two fewer games being 
played at Old Trafford, the 
club's stadium. 


Cayman Financial Brokerage House 


Forex, Futures, Options 
and Guaranteed Funds 

Telephone +1 345 945 3100 
Website www.cfbh.com. 
Facsimile +1 345 945 3199 
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Ashanti terms for Samax 


and redeemable between 
June 30 1999 and December 
312Q04 

The other is unlisted equi- 
ties, paying &5 per cent a 
year and mandatorily 
exchangeable into Ashanti 
ordinary at $7.10 a share. 
This gives Samax holders 
0.72 of an Ashanti share per 
SamnT ordinary. The-options 
are not available to US 
shareholders. . . 


DSL BANK DEUTSCHE SIEDLUNGS - UND 
IAND ESREN TENBANK 
ESP lOJNMMNM^OO STEP UP CALLABLE BONDS 
DUE 2005 (ISIN NO. ES0226393025; 

“Pursuant to tbe terms and conditions of the above 
mentioned issue, we hereby notify that DSL Bank 
exercised its option to redeem the Bonds at par with 
value November 16. 1998. 

Bono/Beriia September 25, 1998 

DSL Bank 
Deutsche Siedlungs - 
ucd Landesrentenbank” 


THE STARS 
PROGRAMME 
STARS 1 PLC 

£475.000, (XX) 

Class A Floating Rate 
Mortgage Backed 
Securities 2029 

Notice is hereby given that 
the Rale of Interest has been 
ftrad at 7.725% andthat the 
interest payable on fr* 
relevant Interest 
f jV™" 1 Date December 29, 
1898 against Coupon No. 32 

in « nominal 

0* the Notes win be £77.44. 

Septembers jaw 


-BIROPEN! HYESIMBfr BANK 

PTETSJXJiyXKVJOg 
Routing Rata Notes Dur 19S9 
In accordance with aw remw and 
oohcWons of tf» Nows, the interest 
rate ter the period 30th Septe m ber. 

1998 to 30 dr Ma rch, 1399 has been 
Axed at 3996% per annum. The 
interest payable on 30th March, 

1999 wiH be PTE 18475 per PTC 
1,000 nominal. 

Agent Bank and 
Principal Paying Aoant 

ROttLBANK 
ffif® Of Canada 
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FINANCIAL TIMES SURVEY 


Malta 

As the political pendulum swings once 
more to the right, James Blitz and 
Godfrey Grima see a tough future 
ahead for the island 

A wide vista 
of decisions 


Tuesday September 29 1998 


For the million and more 
tourists who come to Malta 
each year, the Island offers 
an uncomplicated holiday of 
sun, sea and entertainment. 

Bnt for anybody who 
comes here trying to divine 
the long-term, future of Mal- 
ta’s 370,000 inhabitants, the 
task today is more fraught 
and complicated than ever. 

In the three decades since 
it achieved independence 
from Britain, Malta has 
never seemed quite sure of 
where its future lay. At 
times, under the Nationalist 
party, it has flirted with join- 
ing the increasingly inte- 
grated European continent 
to its north. Sometimes, as 
in the days of former Labour 
leader Dom Mintofi, it has 
indulged in a range of trad- 
ing relationships with non- 
aligned and, occasionally, 
unsavoury regimes around 
the world. 

Now, after a snap election 
earlier this month that 
returned a Nationalist gov- 
ernment under Eddie 
Penech-Adami. Malta is 
again plotting a course 
towards Europe. The Nation- 
alists have revived their 
application for membership 
of the European Union and, 
technically, the proposal is 
being considered as part 
of the EU enlargement pro- 
cess. 

But on the island itself, 
even after a resounding elec- 
tion victory, few people are 
truly sure whether the EU is 
where Malta will - or should 
- end up. Indeed, on many 
fronts - the economic out- 


look, the state of the public 
finances, the political scene 
- there is more anxiety than 
ever in the voices of its lead- 
ing figures. 

The uncertainty is far 
fro m surp rising Malta has . 
In the last three years, been 
through a series of acute 
political upheavals and there 
is no guarantee that the dust 
has yet settled. 

Back in the autumn of 
1996, the island brought to 
an end a decade of National- 
ist rule and voted in a 
Labour government under a 
clever, introverted techno- 
crat called Alfred Sant. 

Its reason for voting out 
Mr Fenech-Adami at that 
time had many causes - 
ran g in g from his determina- 
tion to try and raise value 
added tax on a range of prod- 
ucts and services to a 
among the electorate that it 
was time for a change 

In the course of the last 12 
months, Mr Sant - whose 
party had a majority of just 
one seat in the 69-member 
parliament - antagonised 
the majority. Fearful about 
the state of Malta’s public 
finances, he set about a pro- 
gramme of dramatic tax 
increases and levies on 
water and electricity that 
infuriated public opinion. 

Moreover, in a remarkable 
break with the island’s polit- 
ical tradition, he refused to 
fill the boards of all of Mal- 
ta’s state-owned bodies - 
such as the public airline 
and hanks - with party rep- 
resentatives. 

' The movd was brave but 


triggered a for left revolt, led 
- remarkably enough - by 
the now 82-yearoId Mr Min- 
toft The revolt forced Mr 
Sant to go to the polls 
earlier this month, where 
be lost power less than 
two years after winning 
it. 

The majority of five seats 
♦hat Mr Fenech-Adami ha» 
acquired is, by Maltese stan- 
dards, a strong platform 
from which to govern. But 
his administration faces a 
string of problems that will 
test the strength of even 
his most experienced minis- 
ters. 

First, his EU application 
ambitions look unsteady. 
The Nationalists may have 
been returned, for now, on a 
pledge to enter Europe. But 
the outcome is uncertain, 
not least because of the new 
government’s promise that it 
will bold a referendum on 
the issue before entry. 

The polls suggest that 
nearly half the population is 
still uneasy about EU entry, 
believing the island has 
more to gain as an indepen- 
dent entity that can pick and 
choose its trading partners. 
Several key industries - 
shipbuilding, for pvamp ip - 
are subsidised and protected 
by levies on trading competi- 
tors that would have to dis- 
appear with EU entry. There 
is doubt in Brussels, too, as 
to bow important Malta 
really is in the already com- 
plex enlargement process. 

Second, there is uncer- 
tainty about bow committed 
the new government will be 



The summertime St Gae'an festival (above) and working the sea on a small scale (below; 
are old Maltese traditions. The freeport (right) is a striking example of one of the new 
growth areas on the island 





to restructure the public 
finances. This is an issue 
that is causing real concern 
to the Internationa) Mone- 
tary Fund which wrote ear- 
lier this year about the need 
for ’’decisive action to 
achieve a sustained 
improvement in the public 
finances”. 

The main problem facing 
the government is the size of 
the national debt which, in 
the last five years, has risen 
by 18 percentage points to 51 
per cent of gross domestic 
product With interest rates 
on the Maltese pound at 7.5 
per cent debt servicing costs 


now take up more than 8 per 
cent of public spending. 

Mr Sant clearly took the 
view that the long-term pro- 
jection of the debt was wor- 
rying. The revenue-raising 
measures he introduced may 
have cost him his job but 
they have nearly halved the 
budget deficit to around 7 
per cent or GDP this year. 

The question now is 
whether Mr Fenech-Adami is 
prepared to continue this 
process of deficit contain- 
ment. His last administra- 
tion was largely responsible 
for increasing the debt, so 
doubts on that score seem 


reasonable. A generous 
series of pledges he made in 
the last campaig n - such as 
cutting water and electricity 
taxes - add to the concern. 
Asked what his policy on the 
debt to GDP ratio would be. 
he told the Financial Times 
on his first day in office: 
“We will try our best not to 
go over 60 per cent” 

Finally, there are worries 
about the political outlook. 
The tension between govern- 
ment and opposition in 
Malta today could well reach 
heights it has not seen since 
the early 1980s. 

Mr Fenech-Adami looks as 


though he may follow Mr 
Sant's example by not put- 
ting party representatives in 
all the top state-run enter- 
prises. But Labour alleges 
that it would have per- 
formed better in the last two 
elections - both the one H 
won and the one it lost - if it 
had not been for gerryman- 
dering by Mr Fenech-Adami 
in the final years of the last 
Nationalist government As 
a result, Labour is threaten- 
ing not to sit in parliament 
when it reconvenes next 
month. 

For many leading figures 
in Malta, that lack of politi- 


cal consensus is a worrying 
backdrop when they survey 
the challenges ahead. In 
recent days. Labour has 
hardened its opposition to 
the government’s proposal 
for EU membership, enlarg- 
ing the question mark over 
whether the country will 
eventually join at alL At the 
same time, there seems to be 
little public backing for the 
task of reining in debt to the 
extent that tbe IMF is 
requesting. 

A conservative Maltese 
population has yet to be con- 
vinced of the need for 
change. 


MALTA, 

FINANCIAL SERVICES, 
FINANCIAL SENSE. 



Yes, there are a number of 
locations worldwide for 
setting up your 
international investment 
service, insurance business, 
trading or holding 
company. If you narrow 
the search, to include 
countries with advanced 
communications and 
transportation links, highly 
skilled professional 
resources, modern effective 
legislation and a varied 
and thriving economy, you 
will not be far off course. 
Also include the experience 
of a millennial culture of 
international trade. 


excellent corporate 
planning opportunities and 
incentives, a multi-lingual 
population, location in the 
centre of the 800-million 
strong marketplace of 
Europe and the 
Mediterranean region, an 
efficient and effective Stock 
Exchange and a 
coordinated services and 
regulatory structure 
designed to facilitate 
orderly, flexible and 
pragmatic operations and 
you will be right on target 
You will be in Malta. 


Build a profitable financial 
partnership in the 
Mediterranean region with the 
Bank of Valletta Group. 


For further information please contact; 

MFSC 


Malta Financial Services Centre 


Attard, Malta. 

Tel: (+356) 441155, Fax: (+356) 441188 


I f you’re an entre pe re naa and 
seeking to establish a 
presence in Malta or a wider base 
of operations in the Mediterranean 
region, then take a closer look at 
the Bank of Valletta Group of 
companies. 

We’re committed to the 
implementation of a relationship 
banking strategy geared to 
responding quickly and effectively 
to the special needs of businesses 

like yours. 

We’re also geared to bring 
new markets within reach with 
the prospect of new business 
opportunities and new customer 
relationships through our 


membership of die Mediterranean 

Bank Network (MBN). 

This provides a framework 
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for alliances and joint initiatives 
between private local banks with 
an intemariaoal vision, operating 


in the Mediterranean region. 

What's more, we’ve 
leveraged our strategic alliances 
with Munich Re and the 
Rothschild Group, for example, 
internationalising our operations 

to deliver a better quality response 

to our customers. 

If you'd like more 
information on how the BOV 
Group or any of its companies can 
help your business, telephone 
Anthony Darmanin, Deputy 
General Manager, Bank of Valletta 
p.l.c.. Banking Operations on + 
356 336224 or fax + 356 346160. 
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69 Bank of Valletta Group 

http://www.bav.com 

Credit - Forex - Life Assurance - Retail Banking - Merchant Banking - Venture Capital - Offshore Banking 
Private Banking - Investment Services - Fund Management 
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II MALTA 



TOURISM • by James Blitz 



Basking in tranStiore the [stand is keen to expand Its estabBshed rote as a fraeport, and attract awn more tourists to the nearby beaches 

THE FREEPORT • by Godfrey Grima • 

Global waters ahead 


The port wants to 
be the unrivalled 
hub of the 
Mediterranean 
and beyond 

Marin Hili, otmirmaw of the 
Malta Freeport Corporation, 
displays little self-doubt as 
he outlines the direction 
containerised trade will take 
in the next few years. 

“Regionalism is dead. It Is 
not good enough being the 
best port in the area now. 
The future belongs to those 
who think global." he says, 
looking out on the sprawling 
duty-free container port at 
Hal Far that bristles with 
activity. 

Mr Kfli, who comes horn a 
f amily shipping business, is 
widely acknowledged as the 
driving force behind Malta's 
success as a duty-free con- 
tainer transhipment port. 
This year, its best year ever, 
it will handle lm throughput 
equivalent units (TEUs) - 


meeting its growth targets 
two years ahead of schedule. 
The figure will rise to 1.2m 
with the completion of a sec- 
ond terminal within the next 
month or so. 

Inevitably the Maltese 
operation is hounded by stiff 
competition from rival Medi- 
terranean ports. Goia Taro, 
the Calabrian port is becom- 
ing increasingly popular and 
a new transhipment harbour 
is being built at Taranto in 
Italy. The unrelenting hunt 
for business has sent han- 
dling rates tumbling down. 

Although the amount of 
cargo going through Europe 
and leaving Asia is on the 
increase, the trend of ttUng 
profits for transhipment 
ports is unlikely to be 
reversed in the near 
future. 

Port operators are scram- 
bling for new opportunities. 
Forging alliances and leas- 
ing port operations seem to 
be the more popular solu- 
tions. 

The Port of Singapore, for 


example, is seriously inter- 
ested in ac qui ri n g the man - 
agement of the Maltese free- 
pent. At the same time. Mr 
Hilt, together with other 
partners, is hoping to lease 
the port of Brindisi, a home 
port in Italy handling 200.000 
TEUs. 

The prospect of spreading 
his wings outside Malta 
enthuses Mr HiU, but his 
main focus remains to 
develop Malta as the unques- 
tioned hub port of the Medi- 
terranean. 

His next project is to cre- 
ate a thriving distribution 
centre at the terminal. The 
international trading compa- 
nies and manufacturers that 
are being lobbied to ware- 
house cargoes here for sale 
later have responded encour- 
agingly. 

China’s Orient Interna- 
tional Group has sent a mis- 
sion to discuss a possible 
deal and a well known Japa- 
nese carmaker Is on the 
point of taking up the 
option, says Mr Hill. Buoyed 


by these prospects, he has 
ordered the construction of 
extensive additional ware- 
housing on a 150.000 square 
metre site not far from 
another successful venture. 
Oil tanking, an oil storage 
terminal with a capacity of 
359,000 cubic metres. 

Being at the centre of the 
Mediterranean, at the cross- 
roads between Europe and 
Africa, is an excellent loca- 
tion. But to win business 
shipowners have bad to be 
guaranteed a faster turn- 
around of their ships and 
efficient handling of their 
cargoes. 

Stepping up efficiency, 
says Mr Hill, is a never end- 
ing process. Real-time moni- 
toring of container move- 
ment using sophisticated 
computer systems that incor- 
porate Global Positioning 
System fGPS) equipment is 
just one of the modernisa- 
tions that have belped make 
the usage rate on the termi- 
nal second only to that of 
Singapore. 


Despite the 
crowded market, 
new hotels are 
still jostling into 
the resorts -- 

Alfred Pisani, chairman of 
the Corinthia Hotels Group, 
looks oat from a' window . 
high .up in one of. his many 
hotels and casts an anxious 
glimpse across the St 
George's resort in Malta. 

.strai g ht ahead of him, the 
construction, of a huge new 
international hotel appears 
to be making quick progress. 
Nearby, giant cranes are at 
work laying' the foundations 
of other holiday sites. All 
this on top of a vast range of 
four and five-star hotels that 
are already catering for the 
tourist market In one of Mal- 
ta's most popular areas. 

.“For the tourists who 
come here, the choice of 
where to -stay is clearly, 
increasing." says Mr Pisani. 
whose hotel group generated 
$43m l as t year, mnWrip him 
one of Malta’s leading hotel 
owners. “Bat for those of us 
in.the business, trade here Is 
becoming increasingly com- 
petitive, and profit margins 
can only get smaller over 
time.". - 

Mr Pisani is not concerned 
that Malta is losing its popu- 
larity as a tourist resort. Far 
from it. Tourist visitors to 
the island - led by the Brit- 
ish, Germans awd Italiarm - 

have been progressively 
increasing over recent years. 
More than 1.1m tourists vis- 
ited the island las t year, rep- 
resenting a 5.4 per cent 
increase on the numbers 
that came in 1996. This year 
the figure looks- set to be 
closer to 1.3m. Meanwhile, 
gross earnings from the busi- 
ness were up 9 per cent in 
1997. 

Moreover, the conversion 
of Malta Into a tourist centre 
continues to be crucial to an 
Island which, over recent 
decades, has gradually lost 
its importance as a military 
base. Receipts from tourism 
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accounted for. 60 per ceil of 
the Increase in exports of 
goods anffisarvjiceslast year, 
AlongsktelmanufacturiDgi' tt . 
is still one of the most 
important sources of reve- . 
nua for the country. ' 

Yet the signs . are. that 
Malta - an iBiatid about the 
size of tiie Isle of Wight - is 
dose to reaching frill capac- 
ity as a tourist resort. “Malta 
is getting tough” says Mr 
Pisani “The flow of tourists 
is good, but there is a limit 
to how many more visitors - 
we can. expect to attract." 

It is easy to understand Mr 
Pisani’s concern- Visitor 
numbers are indeed on the 
. increase. . But the number of 
nights that people are stay- 
ing - especially to the more 
upmarket hotels - appears 
to be on the decrease. Ger- 
man and British tourists last 
year stayed, on average, half 
a day lees in Malta than they 
did in 1996- The penchant for 
shorter, mini-break holidays 
among European profession- 
als appears to be growing. 

Making profits in the Mal- 
tese hotel business is 
increasingly hard, toa The 


base costs of running a hotel 
operation in Malta are high. 
.Water and electricity bills 
me sKpfflasiVE by European 
standards. The very low 
aaemptoyDaent rate - only 5 
pm cent- last ^year - -means - 
that, w^ge, coats, for hotel 
staff are bigger than at other 
Mediterranean roorts. 

Nevertheless/ Winston 
Zara, who owns the five-star 
BLadisod SAS hotel at St 
George's, is confident about 
Malta’s long-term potential. 
‘Salta certainly has the' 
capacity to attract yet more 
viators,”, he. says, “maybe 
even 1.4m or 1.5m a year. 
That would give us sustain- 
able profits for awhile.” = . 

There is some weight to 
this argument, too. With 
Europe looking as though it 
is escaping the turmoil in 
the international economy - 
at. least for- the time being - 
there are reasons to hope 
that the core British and 
German market will remain 
strong. The strength of both 
sterling and the D-Mark in 
recent times should cer- 
tainly give many tourists 
more purchasing power. Mr 


Zara believes better interna- 
tional, marketing of Maltese 
resorts would help to boost 
1 lumb ers. He himself is try- 
ing to increase demand by 
diversifying the activities of 
his- hotel into areas such as 
business conferences. 

‘ Mr Pisani’s less upbeat 
-view should not be dis- 
missed; however, not least 
because it is at the heart of 
what appears for now to be a 
successful strategy: the use 
of- Malta as the base from 
which to expand his 
operations abroad rather 
than build yet more hotels 
nn the folpnd- 

Just five of the 23 hotels 
owned by Corinthta are 
based in Malta itself. Mr Pis- 
ani's. group now boasts five 
hotels in Turkey, two in 
Hungary and one iu Tunis. 
Recently he added seven 
high quality hotels in the 
Czech Republic to bis portfo- 
lio after a fiercely contested 
international auction. “You 
can certainly make money in 
the tourist trade here." he 
says. “But to be honest. I’m 
beginning to find it easier to 
make money elsewhere." 


PROFILE 


P?S^^ntsi^£ckfie Fenech-Adami . . . . . . 

Back after a short break 


Malta may be a small island 
of Just 370,000 people. But In 
the wake of Eddie 
Fenech-Adami’s re-election 
earlier this month, it 
showed that it takes politics 
as seriously as would be the 
case in all the other 
countries around the 
Mw lilw i w npan haain 

For three days after the 
election, supporters of his 
Nationalist Party woe out 
on the streets of every town 
in the island some of them 
riding around in Jeeps, 
buses and open-top cars. 
Labour party posters were 
tom down or burnt. And 
there was an orgy of 
hooting, flag-waving and 
shouting. 

Sitting in his office as the 
celebrations die down. Mr 
Fenech-Adami looks fairly 
indifferent to the rapture he 
received. He has the air of a 
man who has been out of 
office for a couple of weeks, 
not a couple of years. 

Nevertheless, the recent 
election was fiercely 
contested with Alfred Sant's 
Labour party. The 
government clearly has a 
number of important 
challenges ahead. And 
hanging over Mr 
Fenech-Adami Is the. 
allegation that he only got 
back in with a five-seat . 
majority this time because 
of gerrymandering carried, 
out when he was last in 
government 

“There is no truth in that 
at all. It is a fiction of the 
mind," he snaps back when 
asked about the veracity of 
the claim. “The boundaries 
were set by an independent 
commission- Its members 
were approved way bat* in 
1995 and the present Teader 
of the opposition [Mr Sant] 
was involved in those 
appointments.” 

Mr Fenech-Adami says 
that as for as he is 



Find up for reform: the PM is geared up tor probtam-solwng ap 


concerned, there are two 
key issues now facing the 
country: its application to 
join the European Union 
and the state ttf the public 
finances: Well tackle the 
public finances first." 

Here, too. the prime 
minister is still In election 
mode, putting the blame for 
a difficult situation 
squarely on the shoulders - 
of Mr Sant. “He went 
around all the time saying 
that the situation was - 
terrible and. by doing so, be 
made the issue a good deal 
worse.” 

But Mr Fenech-Adami 
acknowledges, too. that 
there is a very real problem 
to be tackled - the huge 
rise in the government debt 
over the last few years 
makes a measure of 
budgetary discipline 
esentiaL; 

“We will try our best not. . 
to go over 60 per cent” he 
says, referring to the debt 
to gross domestic product 
ratio. . 

Given that the 
International Monetary 
Fund this year expressed 
concern about the speed 
with which tiie country 
seemed to be hurtling 


towards 60 per cent, “try 
our best" seems rather a 
limp commitment. “It’s an 
objective that I strongly . . 
believe can.be readied.” he 
says, to add assurance. 

. Then there is the EU, to 
whose membership he has 
once again recommitted the 
island. Is It really in Malta's 
interests to join such a 
huge trading bloc which, 
almost certainly, will 
demand the removal of 
protective industrial 
subsidies and import levies? 

Mr Fenech-Adami talks of 
two advantages that he 
believes can be gained. 

Flrst; there is a 
“psychological boost” that 
the country's Industry will 
receive once inside tbe EU, 
knowing that new markets 
have" been opened up to it 
And there is also inevitably 
a material benefit, too. 

“Malta will be a net 
recipient of structural 
funds," he says. "I will push 
as hard as possible for 
Malta to be included." But 
he admits to be expecting a 
tough ride. Tm looking at 
getting In somewhere 
between 2002 and 2001" 

James Blitz 


THE FINANCIAL SERVICES CENTRE • by Godfrey Grima 


A fledgling haven 


The MFSC is 
modelling itself 
on the successes 
of Dublin and 
Luxembourg 

The Maltese Financial 
Services Centre (MFSC1 is 
vying with tbe attractions of 
Luxembourg and Dublin to 
become a top European tax- 
friendly location for finance 
companies. 

The Malta centre has 
dead; not had the same 
success as Dublin's Interna- 
tional Financial Services 
Centre, which - employs 
40,000 people. But the island 
matrixes Dublin In terms of 
the quality and efficiency of 
service firms, language and 
GDP growth, according to 
the island's Federation of 
Industry. 

The EU, which In 1997 set 
up its own. code of conduct 
to guard against harmful tax 
competition, fears that dou- 
ble tax agreements, of which 
Malta has signed 26 with 
countries such as the UK, 
France, and. several other 
OECD countries, may attract 
“free riders” - companies 
and individuals who benefit 
from public -spending In 
their home countries but 
avoid contributing to its fin- 
ancing. 

Professor Edward Sci- 

- 


ciuna. chairman of the 
MFSC. says the centre, 
which opened in 1988, is not 
a tax haven. 

Investigations, he says, are 
welcome, as is the unearth- 
ing of Maltese “free riders" 
sheltering In European 
cities, largely London, where 
billions of Maltese lira- are 
reputedly held in banks and 
government bonds - none of 
it disclosed to the Maltese 
revenue. 

Despite its widespread rep- 
utation, the MFSC is not yet 
the automatic first choice for 
international investment 
companies.' But Prof Sci- 
cluna says he has no wish to 
stimulate excessively rapid 
growth of the centre. The 
process of attracting the cali- 
bre of companies Malta 
wishes to host, as opposed to 
“brass plate” operations, 
cannot be nished, he says. 

The centre’s success has 
been noteworthy, nonethe- 
less. There are now 16 off- 
shore banks and credit insti- 
tutions, four banks. 12 credit 
institutions, 31 investment 
services companies and 78 
collective - investment 
‘ schemes based in Malta. 
Some of the better known 
names include Fidelity, Bar- 
clays : Bankr, . Commercial 
Union and Midland Bank. 
The French hank CCF has 
acquired a 21.3 per cent 
interest in a Maltese bank 


and Munich Re. the German 
reinsurer, a 12.7 per cent 
interest in Middle Sea. the 
local insurer. CEBC, the 
Canadian banking group has 
formed an alliance with an 
offshoot of Mid-Med Bank, 
tbe island's largest commer- 
cial bank. 

Malta charges companies 
35 per cent tax but awards 
credits through a system of 
concessions. But fiscal incen- 
tives are underpinned by 
tight controls. The centre is 
governed by legislation 
which makes money laun- 
dering, insider dealing and 
breaches of professional 
secrecy serious crimes. 

Iaws to regulate banking, 
financial investments, insur- 
ance. fund management, 
back office operations, trusts 
and partnerships dovetail 
effectively with EU regula- 
tions. 

Prof Sdcluna says efforts 
are now being made to woo 
captive insurers - the com- 
panies set up by large 
groups to underwrite busi- 
ness In-house, but offshore 
Special legislation, based on 
the template of £U direc- 
tives. was introduced last 
year to allow operators to 
wnte business from Malta 
and also qualify f or tax con- 
cessions. Two companies 
international Management 
Sereices and Willis Corroon. 
have already set up offices. 
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POLITICS • by James Blitz 


The rapid toppling of 
a Blairite miniature 
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Economic Eonunary 


After two years in 
power, Alfred Sant 
has had to hand 
back the reins to 
his predecessor 


Alfred Sant, the leader of 
Malta's Labour party, has 
just suffered the fate that 
some once feared might 
befall Britain's Tony Blair - 
a rebellion by his party’s left 
wing to topple him from 
power. 

Far the last six years, Mr 
Sant, a clever, determined 
but somewhat Introverted 
politician, has been taking 
Malta's Labour party on an 
epic voyage away from its 
left wing socialist roots In a 
manner that smacks of the 
Blairite project in the OK 

For decades before he 


- the size of his majority. Mr 
Blair was elected in May 
1987 with a majority of 178. 
Mr Sant came to office with 
a majority of one. 

Thus, a revolt earlier this 
year by the left wing of the 
Maltese Labour party - led 


Sant fell foul of what they 
regard as gerrymandering of 
Malta’s election system by 
Malta's Nationalist govern- 
ment when rt was last in 
office between 1987 and 1996. 

They note that Mr Sant 
was elected by a majority of 


by the 82-year-old Mr Mintoff 7.800 Maltese voters fn 1996 
- left Mr Sant powerless to but had a majority of one 


resist Mr Mintoff made dear 
his hatred of Mr Sant's move 
to the right and his calls for 
fiscal restraint. The revolt 
forced Mr Sant to go to the 
polls again earlier this 
month, losing power to the 
Nationalists led by Eddie 
Fenech-AdamL 

In the days since that 
defeat Labour supporters 
have expressed mixed views 
of Mr Sant and his actions in 
government 

Many believe the broad 
strategy of seeking to curtail 


came to office, the party had the public finances was cor- 


been under the control of the 
socialist Dam Mintoff, who 
led successive Labour gov- 
ernments into close relation- 
ships with countries like 
Colonel Gadaffi's Libya and 
Kim II Sung's North Korea. 
Mr Sant a Harvard graduate 
with a very good business 
brain, decided to cany out a 
volte face, turning the party 
into a Maltese New Labour- 

Winning power in the 
autumn of 1996, he carried 
out a series of fiscally sound 
reforms of which any free 
market liberal would be 
proud. In less than two 
years, he slashed his coun- 
try’s budget deficit from 10 
per cent to an expected 5 per 
Cent this year, maintaining a 
tight grip on sp ending and 
trying to raise tax revenues. 

It was all looking good. 
But then, as prime minister, 
Mr Sant soon found he pos- 
sessed one serious weakness 
that Mr Blair does not have 


rect, given the huge rise in 
Malta's public debt over the 
past 10 years. “There was a 
huge problem. Sant had been 
clear about that during the 
election campaign and he 
started to cany out his poli- 
cies unwaveringly,’’ says 
Vincent Farrugia, director of 
Malta’s General Retailers 
and Traders Unions. 

But the tactics which he 
used to bring down the bud- 
get deficit - introducing a 
range of highly unpopular 
levies on the use of water 
and electricity - was. in the 
view of many Labour sup- 
porters, too brusque and cer- 
tain to lead to disaffection 
within his party, the unions 
and the public. “Sant is too 
clever for Malta and too 
naive for politics." says one 
senior Labour supporter who 
knows the former prime 
minister well 

Others take a different 
view. They argue that Mr 


seat in the 68-member parlia- 
ment. Mr Feuech-Adami, 
however, has Just got back 
into office with a 12,300 
majority - double that of Mr 
Sant - but with a majority 
of five parliamentary seats. 
“Such a result could only 
come about by constructing 
the system of electoral dis- 
tricts in a way that supports 
the Nationalists,’’ says one 
Labour supporter. 

Mr Fenech-Adami vigor- 
ously rejects the gerryman- 
dering charge. In an Inter- 
view shortly after his 
election this month, he 
insisted that the new elec- 
toral boundaries bad been 
drawn up by an Independent 
commision backed by both 
himself and Mr Sant. 

But whatever the rights 
and wrongs of the matter, 
squabbling over the issue 
between government and 
opposition is an nnfortuante 
backdrop for the political 
season ahead. 

What opens up now is a 
period in which Mr Fenech- 
Adami will face a tough 
political choice. 

On the one hand, he has 
made a striking series of 
pledges in the run-up to the 
election that are certain to 
put upward pressure on 
spending if he keeps them. 
He has pledged to renew a 
stipend for university stu- 
dents, worth around $150 a 
month. He has pledged to 
“roll back" the commitment 
made by Mr Sant to increase 


charges for water and elec- 
tricity consumption, both of 
which industries are subsi- 
dised by the Maltese state. 
People will be looking to him 
to meet those commitments. 

On the other hand, Mr 
Fenecb-Adami is all too 
aware of the concern within 
international financial bod- 
ies at the state of Malta's 
public finances. With the 
public debt in danger of 
breaching 60 per cent of 
GNP, an intense ciampdown 
on the public finances may 
well be needed if debt servic- 
ing is not to spiral out of 
controL 

Which way will Mr 
Fenech-Adami go? It is too 
soon for the outside world to 
know. And It may be that Mr 
Fenech-Adami (foes not yet 
know hims elf. 
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ECONOMY • by Godfrey Grima 


Very little room for manoeuvre 


To prepare for EU 
membership, the 
choices ahead 
are tough and 
extremely limited 



Rag Tor the future: Nationalist supporters celebrate the Maltese election victory 


Eddie Fenecb-Adami, Malta's 
new prime minister, is faced 
with some difficult choices. 

Particularly taxing is a 
public debt burden which, 
though lower than the Maas- 
tricht requirements, at 50 
per cent of GDP, leaves the 
government little room for 
more borrowing. A second 
headache is a hefty deficit 
on the government's current 
account. A third is the 
island's domestic economy, 
which after more than three 
sluggish years will have to 
be revitalised If the govern- 
ment Is to cut taxes, 
as promised at the 
polls. . 

The International Mone- 
tary Fund in March this year 
told the Maltese to tighten 
their grip on the economy by 
improving tax revenue and 
shaving spending. Even the 
tough fiscal measures intro- 
duced by Mr Sant's Labour 
government - which aimed 
to cut the deficit to 5 per 
cent by the year 2000 - were 
not enough to placate the 
IMF. 

Optimistic Maltese envis- 
age a speedy return to the 
golden years of the late 1980s 
and early 1990s when GDP 
doubled to LMl.lbn, unem- 
ployment disappeared and 
inflation fell to below 3 per 
cent The more sceptical also 
recall how the good news 
came to an end with the 
national debt exploding and 
government deficits balloon- 
ing to unsustainable levels. 
Debts chalked up by loss- , 
making public corporations 
now account for 41 per cent 
of GDP. 

With interest rates run- 
ning at a punishing 7.5 per 
cent, an additional LM50m Is 
needed for debt servicing 
this year. 


The point is not lost on 
John Dalli. the finance min- 
ister. who is now drafting 
next year’s budget ready to 
go to parliament by Novem- 
ber. There are a number of 
expensive drains on 
resources - 60 per cent of 
the country’s budget goes to 
subsidise a burgeoning wel- 
fare state, a visibly overstaf- 
fed public service that 
employs 37 per cent of the 
country's workforce and 
inefficient state entities, 
including subsidised ship- 
building and ship repair 
yards, and water and 
electricity agencies. 

But raising further debt is 
unappealing. Nor is 
Increased taxation much of 
an option. For years Nation- 
alist governments dismissed 
IMF criticism with the argu- 
ment that the pressure can 
be taken off the balance of 
payments by building an 
efficient tax regime and by 
banding over the task of 
creating wealth to the pri- 
vate sector. This seems to be 
the plan again now. 

Few expect Malta's new 


government to launch any 
substantial state-funded pro- 
jects. except for road-build- 
ing. TngtgaH jt is likely to 
approve a list or big tourist 
projects - exactly what the 
island’s construction and 
quarrying industries need to 
get back to work. 

But the IMF and credit 
agencies will still be discon- 
certed by the size of the defi- 
cit in government finances. 
Leo Brincat, the former 
finance minister, estimates 
that the shortfall will come 
down to LM70m this year 
from LM112m in 1997. But 
the improvement will be due 
to one-off sales of govern- 
ment assets, not to stronger 
government revenues, which 
is what the IMF wants to 
see. One of Mr Fenech-Ada- 
mJ's solutions will be his 
plan to introduce a new ver- 
sion of VAT. a hybrid 
between that launched 
unsuccessfully by the 
Nationalists in 1995 and 
Labour's customs and excise 


regime. 

Selling off state entities 
has now become an eco- 


nomic necessity for Maltese 
governments but the list or 
saleable assets is small on 
an Island of this size. Next 
under the hammer will prob- 
ably be the island's airport 
terminal, a slice of the 67 per 
cent interest held by the 
state in Mid-Mcd Bank, the 
fanner Barclays operation, 
and a huge property inven- 
tory acquired from the 
island’s Roman Catholic 
church that could equate to 
a third of the island. Once 
that is gone, there will 
be little else left to 
sell. 

Hopes will be pinned on 
the underlying economic 
performance of Malta's 
Industrial strengths. The 
tourism sector, which now 
attracts over lm visitors a 
year, brought in LM249m in 
1997. 

Countries in Europe, the 
US and Asia snapped up 
LM547m-worth of semi-man- 
ufactured goods ranging 
from ships to semiconduc- 
tors. Together, tourism and 
manufacturing now contrib- 
ute 50 per cent of Malta’s 


LMl.2bn gross national prod- 
uct. 

Although inflation is 
expected to rise further this 
year, and unemployment, 
pushed up by anaemic 
domestic demand, has risen 
to -1.5 per cent, there are no 
signs that overall living 
standards are falling or that 
the population '5 propensity 
to save, at 14 per cent, is 
about to decline. 

The challenges that face 
Mr Fenech-Adami go beyond 
resolving Malta's basic 
financial problems, arduous 
as these may appear. The 
real test is to prepare Malta 
for EU entry. 

Once the application to 
join the EU starts making 
headway, Malta will have to 
align its economy properly 
with EU membership 
requirements. This complex 
process will involve taking 
some tough decisions, 
including puffing down some 
of the fences that ring many 
of the island’s most success- 
ful economic activities, from 
manufacturing to financial 
services. 



ACCESSION TO THE EU • by Godfrey Grima 

Return to the fast track 



As political 
control of Malta 
switches, so does 
its stance on 
joining the EU 


Malta has again joined the 
queue of countries wishing 
to join the EU at the first 
opportunity. 

Within a week of being 
swept into power this 
month, Eddie Fenech-Ada- 
mi'a Nationalist government 
officially informed Wolfgang 
Schussel. who heads the 
Austrian presidency of the 
European Council, that 
Malta wants to pursue its 
membership application vig- 
orously once again - filed in 
1990 and put on hold for two 
years by the previous 
Labour government Malta 
has all to gain and little to 
lose from joining the EU if it 
manages to align its econ- 
omy more closely with EU 
membership rules, says Mr 
Fenech-Adami. 

There is widespread sup- 
port for membership on the 
island and the business com- 
munity feels Malta has 
nowhere else to go. 

The island's Chamber of 
Commerce and the Federa- 
tion of Industry have been 
monitoring from an office in 
Brussels the implications of 
membership and are elated 
now that membership is 
again on the cards. 

Jack Calamatta, general 
secretary of the General 
Workers Union (GWU), is 


less enthusiastic. He wants 
to see government dot the Is 
and cross the Ts before his 
union expresses its views. 

“We want to see how gov- 
ernment plans to guarantee 
a future for the island’s ship 
repair yards which are sub- 
stantially subsidised and for 
our factories,’’ he says. 

The Chamber of Com- 
merce and the Federation of 
Industry, too, want to know 
what impact competition 
rules and the introduction of 
European economic and 
monetary union would have 
on aspects of the economy 
which are protected in some 
way. 

One of Malta’s stronger 
arguments for entry rests on 
the dose affinities that exist 
between the island’s econ- 
omy and the EU. Many of 
Malta's administrative, legal 
and fiscal structures were 
aligned to EU standards in 
the 10 years Mr Fenech-A- 
dami was in government 
until 1996. Admittedly much 
fine tuning is still needed to 
prepare the island's 370,000 
inhabitants for the changes 
membership will bring to 
their social, political and 
economic life. However, 
Giorgio Boggio, the resident 
EU ambassador to Malta, 
says there is no need for the 
EU to retest Malta’s testimo- 
nials. 

Signs of Malta's dose ties 
with the EU are clearly evi- 
dent on the island. The 
many factories here which 
export a wide variety of 
semi-manufactured goods 


are owned by British, 
French, German and Italian 
companies. As a result, 66 
per cent of visible Maltese 
import and export business 
is done with EU states. Mal- 
ta’s other important cash 
income activity - tourism - 
also depends heavily on EU 
markets for its survival. 

Even so. a great divide 
separates Malta's two main 
parties on EU entry. Both 
political parties view mem- 
bership as Malta's eventual 
destination but disagree on 
the timetable Malta should 
adopt. The Labour Party 
Favours a more drawn out 
course beginning with the 
setting-up of a free trade 
zone. The process, it is 
argued. would help 
strengthen Malta's economic 
structures and soften the 
impact of full membership. 

Mr Fenech-Adami. who 
has made EU entry the cen- 
trepiece of his foreign policy, 
firmly believes in grasping 
the nettle. 

Irrespective of the time- 
table that will be endorsed 
in the eventual referendum 
which Mr Fenech-Adami has 
promised to hold, it lies with 
Brussels to decide whether 
Malta is a high-priority 
country. 

Undivided attention is now 
being devoted to installing 
Emu firmly before the 
enlargement process is 
spurred into a gallop. Mal- 
ta's case might take until 
2005 to decide even though 
there seems to be a generally 
supportive attitude towards 


the island in Brussels. 

In 1994, in Corfu, heads of 
government promised Malta 
it would be included in the 
next enlargement and a year 
later the European Council 
told Malta accession talks 
would start six months after 
the Intergovernmental Con- 
ference ended. The process 
of legislative harmonisation 
had already started by the 
time Mr Fenech-Adami lost 
power in October 1996. The 
island was awarded a Ecu 
45m protocol with which to 
iron out some of its transi- 
tion problems. Politicians 
spoke of the island being eli- 
gible for funds of LM40m ; 
once it became a member. i 

Despite its chances of j 
early entry. Malta still has | 
unfinished business to deal 
with. Brussels wants all dis- 
torted competition that dis- 
criminates against EU prod- 
ucts to be dismantled. This 
means Malta must eliminate 
levies imposed against about 
400 products to protect goods 
manufactured an the island 
for the domestic market. 
Levies are often stiff and 
range from 20 per cent to 60 
per cent. This could take 
from three to five years. 
Brussels also wants to see 
Malta reintroduce VAT, an 
issue over which there 
should be little problem. 

Increased national consen- 
sus will certainly help if Mal- 
ta's application, which 
comes up for review again at 
the next EU summit in 
November, is to be put on 
the fast track. 


Malteaser. 


Maltacom pic and the Republic of Malta appointed 
HSBC Investment Banking to privatise Malta’s state-owned 
telephone monopoly by floating 40% of its shares. 

The float was the first to combine a Maltese and international offering, 
was the largest ever privatisation in Malta and required a 
new regulatory telecoms framework to be established. 

Not for lightweights. 


Simplifying complexity through resources, across the globe. 


<1> 

HSBC Investment Banking 


Monbcr HSBC Group 


Issued by HSBC Investment Bank pic. Regulated by SFA. 
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BUSINESS OPPORTUNITIES 

■IBABm AflC REC0I(HBI»ED TO SEEK APPROPRWTE PROFSaOKM. 
ADVICE BEFORE ElflBBNG KID COH1ITMEMT3 


UNIQUE OPPORTUNITY TO DEVELOP 

Branded Fashion Jeans wear Company 

Company with wall established specialist brand in lades 
stretch fashion seeks development capital to exploit huge 
growth potential. 

Excellent London management structure and reputable 
UK and overseas retail client base. 

Contact retained sdvisers;- 
AMred Henry Corporate Finance Limited 
5-7 Cranwood Street 
London EC 1 V SEE 
Fax: 0171 586 0023 


BUSINESSES FORSALE 


• ^ Vehicle “etc" Security 

‘-.V Idact tft c Mtl og by 

-l*roventisqrl held bS»a taming and 
r- r J . ipothtg tq aiauftfitantte^amc: ■■ 
V CampJeeSjjietrw StaES Cutes. . 
!^y»* TTpi C3scc. Ocqaaorpc. £lGk 

: ' Phone 01159 655119 


MonireuxDVevey 

Your Place of Business. 
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»- UMjaMiMM/ 
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► Srnri^hrttnUj/ 


Foracopyotcn 1 t 

faowfactaybro}*ie l B 

fYenkrOmcr. write or caH : 

[)to«OiTkcrcicE£afM^I>v«tojK5im 
P.0. Box 1460.CH-1820 Mooncn I 
Ptme 4121/963 48 48. Fax4121«J SO 6S 

MafebMpraniuk 

NtphnfnMtdi 


NORAUDIT 

CONSULTING 
New technology 
Semiconductor manufao 
Turing Equipment 

The company seeks corporate 
investors to launch the product 
in the intematioaal market. 
For more info rmat ion please con- 
tact Knut Autuod, ponner in 
Nonuulh Consul ling AS. 

Tel: +47 23119257. 
+4790082532 (mobile) 
e-mail: knuuaulund&os-teliajxi 

Moores 

Rowland 


WEST BID THEATRE PRODUCHW 


Sa*y tfaugtnn and Retard Jonlan Uretsd 

IH VITE INV ES TORS 
lor Ihdf tonticuruAm pro dw e ten 
For fiaSvnNcnnmoa, plane arte to.- 
IlflS MMoo SM, Irate WSH OP 


FRANCHISING 


Do you just 
want to make 
a living? 


Or build 
a future? 




Print, Copying & Design is the life blood of 
every business. 

And as an owner of a Kail Kwik Centre you will have 
the perfect introduction to all those businesses. 

So if you have £45,000 to Invest, the ability to manage 
your own team and enjoy dealing with customers, 
call us for an information pack quoting FT 29 

FREEPHONE 0500 872040 


kpllt&fik 

FBINT COPT DBSJGN 


BUSINESS WANTED 


Wefl established directory publisher and Information 
services company would like to acquire Individual pubfr 
cations (inducflng electronic medial or enure compa- 
nies with profitable products- Consumer, business to 
business, non rental or vertical markets. 

PIMM send eutfino detaBs to Boa BBXtR, Hnmidrl Tlmw. 
Otw Southwark Bridge, London SEL 9HL 


. .. r Urgently Sought ' 

UR bate notera «Kd ntmLnuns^ 

. Nnincs-- Ttxtann' 

’ rfVrftaorajt urumkfporbmrinj i 
1 HcxMeiw kxct fa*. E aywrcrirtp 
... tEkesrASotnoiiali b« Ijm^tl 
’.-_Pk4mN> *«1 pnxfto jnlh* (PR 
fox BUM. HeuM TW. 

Urn forafc—H f Bridge. LrateSEI Wg. 


COMPANY BROKERAGE 

Business required, 
any location. 

Box B60B5, Financial Timea, 
One Southwark Bridge, 
London SE1 9HL. 


FORSALE 

Yokksshb: based rooo wasro 

•SupHbpoMhPoteMii 

• BaAeqr-MeaOoering Maduay 

• MxpofkninngoIntmri-MtviciBg. 

• Own designs ft European Agenda 

• Fredxkd Premises 9000 s^ft 

Fuau ana muss est 22 years 

Omen wish to nttnlM-iirfav 
Tarocntr£lai and rising 
Good profit record 
SUBcd workforce 
BSEN ISO MB2 1994 

Principals onh apfAi m: 

Box B61 17. ftnanrial Tumk, 
One Southwark Bridge. 

! London SEI DHL 


Wed eaUUwlwd. fiiDy licensed 
and automated compoqy hi— A la 
London and North invilaa repbra 
from Intern to d potteo to consider 
(BWawTgBT to expand the fane 
with a now to takeover 
affcv a certain period. 
Tunwror orer £13m. 

Bos Bem. Financial Times. 
One Soatbwark Bridge, 

fjmrlrm gQ flHT. 
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. .tube antfptocriMmiferturifc v 
-SooUj Coast baaed. "Mtabliaimd ' 
irptec 30 year* 35 employees,^- 
: turnover cSl.iiatvttlr scope for 
* go wth. stxOqg.citftoriaetibasejY 
CrmtaM- Xninn OQfpOratlcO - 
1 pax 01709 538+99 • 


Electro Plating 
Company For Sale 


ForiletaBaappIrw 
Bax BfillQc ffaaAl Too, 

One SaMkmli Bridge, Landaa SKI VHL 


MSIMKSX 
AUEREP0BT \ 

Sshg of meduntt large \ 
t sale hue UK and Europe \ 
(T/oliNMi I 

l It is FIS to list jour company br sale./ 
\ For subscription detaK: / 

V 018 L 575 0200 ^/ 


Torquay - Devon 

A detached Iki'naed hotel dene Id 
the sea boot, overlooking Tbr Bay 

40 en sum Idanf; roorm. 
S prew reo wn A— pw mhoocre. 
Resound with coven form 

Cta«: ILcnr. 

Lounp: tar wati for 70. 

Residents kunpe sd panes mots. 
Otadoor xwnaiiia^ pool 
Cbr (ad and patten 
Weflaoddhtad bdes 

Exeter Hotels (91392) 493191 
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Surveyors. Valuers 8c Agents 


THIRD CALL FOR TENDERS 
FOR THE SALE OF THE FACTORY IN KYPARiSSIA OF 
"S.A. D INDUSTRIE AGRICCLE” OF KALAMATA GREECE 


( i I \'(,«>U 


KfSmsmALHoME 

tta w au airoBB 

• BxcsOeDt detached propeny. 

• Simtsd eta to aB aBxxmia. 
» lOOfcoccnpacy m xl n xi ned. 
BZMNRffiBOU 
(HaxgcK Offlct Ref6SfFT70Il5 

01412843000 


West End SsstADKANi/Cirt 

GtonpDnrosAL 

• 10 wdB actors key rhea ia Central 
Loodoa ndndm Covrnt GUR 
Mayfeir Bad Soho. 

GunxPnx 

mammami 

"f" ■ ■ "1 H 1 “ ■ 

vmmaoor 

CaO for JmAer formation 
Path Barges or KZnsy Singer 
U*xbm Offlct Rtf«MFH6m 

01712270778 


BssaxiniAL Cane Owe 

Kboshbed for 12 

• Categories 1, 2smd 3. Fat* £213- 
£270 per resident pa- week. 

- Self contained 1 be dr oom owner's 


• Redremexx sale rfter 14 years. 

0Bi|M ntjonu 

WMmur Office Ktf 380774963 

01902844455 


SllKOt'MHRi 


Sroauu 1 BsamoraAL Haaas 
Krasina) rat 34 
•14EMLI0LD, !0(X. 

* 30 skives, 2 doubles (9 ea atnntl. 
■Oratad floor acotxmaotaion only. 

* Qica 4 acres of gndeaa. 
S8SBy909nnHou> 

bianifoi Offict 

A 4SWFT72343AOSI 

01214501222 


Cl iM.OU 


NasncBow 

| REcamDFORfi 

| * Located is puma ceritkxsii] area, 
i • TSw£ik)Bil nataine bcase. 

I * Exceflcat trading fi yu tr 
1 7BiaoNArruu3n>RmB0LD 
; OapmCffieeSrf 680770112 

[01412043000 


BsamuL Gus Han 
SkoaiamsmEMI . . 
Kectiersdf»14 

• 1 bedroom owner's accamaatbtiaa. 

• Net profit 31 J&J £87.720, 

• 8 satBic bah u o a u , 3 doriile 

bedroom*, flu gta i ty'caaokc. 
•Hctscmadadc: - ■ 

, £359499 nflBOUD 

WbKbeitrr O&ce &f3&FT749b7 

01962844455 
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NDBSDtGHttB 

hw wm mig 

■ DctKhed property dose to town' 

• 12 angles. 5 twos. pamgerCft. 

« fe drm nr* —iw nw n ^ y ww n r 

- Income year owl 31.1098 £37&341. 
£475/109 ruzaXD 
kShaiZtjma Office . 
Bef74/FT80f7/HBl - 

01908206600 


WlM SCbMA 


RBSBBBnujL Cabs Home 
K asgn uug noill 

* Detached property with single 
atomy occupancy. 

■ II ftogk bedrotna. ' 

■ Total ye a rly receipts £127.934. 

* Secteded rcat grim. 

* 1 bedroom owner’s «< w i«iM»tarin 

I25IAN IK8B0LD 

WMeXer Office Ref3SffT74966 

01962844455 
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(be LigBidater odfar (be CredMon far toy mse whatweva. 

10. Tbia Tbiid CaD hat been drafted re Greek and nmiainl mtn 
fogfiah. In my cvcsL ta Gnrit aenton shall pcevaD. 

la order lo uixain > copy of rtM Offericy Mnnanncbai jad my ta- 

tber jafanamiai pteare coma the U^thhaor *Bh»S«l Reptakoa 
SA Adadnxctratiaa ot Asm and LitNIritci'. 

9a ChiyimtpMoliisn Si.. Athens IDS AD. Greece, 

lei: +30-1-323 1484-7, ttv +30-I-32I 7905 laticatiou ol 

Mis. MwOrn Haapddti - 


Orncss at: London - B:kmingham • Bristol • Ed!N3drgh 

ExtTER • Glasgow ■ Irswick - LetDS • Mancm=st?x 
Milton Ketnes • Newcastle ■ Nottingham - Winch = stcr 


Engineering Company 

A long established manufacturer of high integrity mechani cal 
co mp o n ents for the Aerospace and Defence industries is far 
sale. The owners intend to retire. The company is profitable 
with good cash flow and operates from a well equipped 
Midlands facility. 

* Skilled workforce of 50 

* Freehold factory 

* Excellent gross margin 

* Good order book 

* Outstanding growth opportunity 

Write to: 

Box B6087, Financial Times, One Southwark Bridge, 
London SEI 9HL - * 


J MltRand Baaed. V 

Alarm Sicwlty Com pa ny 
For Sate. 

Long aatabiiriwd NACO.S^rtSOMOa. 
Vary profitable. Mairtananoe tnoomo 
dm 3S0K. No agents or Intwmedtery. 

Box BB100. Fb wn e h d Tbnaa, 

One Southwark Bridge, 

. London 8E1 DHL _ 


Rkoogwssb Bunas to Bdmk 

MAGAZINE FOR SALE 

* 1 997/98 Turnover £300k 

* ExceUent Cron Profit 

V ABC Audited 

♦ High Growth matter 

Princtfvii Or/s 


HIGH GROWTH 
HIGH PROFIT 

WoMKPerwKAR Business 

Rapidly growing fashion 
business with sales of£7J5M 
and profits of £0.97M and a 
young but experienced and 
focused management team 
seeks sale and/or merger 
yvith larger organisation 
to capitalise on growth 
opportunities. 

Solid financial base and an 
enviable blue chip range of 
UK and European customers 
with considerable scope for 
further expansion. 

Reply to box B6U6.. 

7 Financial Times, ” 
One Southwark Bridge, 
London SEI 9HL 


DAY NURSERIES 
GROUP OF TWO 
CavBvnar 
R£g 50 and 64 children 


An opportunity for income and growth beyond die pdUenimn. 

tuwi ii M Mata I Finishing Company For Sato 
krthabomo count)** wflh aaay sccms to M4C, M4, H25. 

- Owner wrfies to retire havine built ap 4 well esobfaimd basinm 
with strong clientele hast spread over mohipk nui«siri«. 

Good Growth potential which is forecta in double in two years. 
Modem eShsent plant & fecilhies. £SXb.7/0. iXCk net after drawing*. 
Positive CMti flow - No Borrowings. 

E430k. 

■ PHsdpalii^^pfaBKiqdym fox Mini Ffaaa^ITiBM, 

Oar SmthwaiA Bridpc. Ltadaa.SE! ML 


FORSALE 

North West company • genera] engineering, modern C.N.C. and 
. VM.C. maritinex Owners retiring. Turnover circa £300k_ Good 
profits. Reputation for service and quality. ISO 9002 registered. 
Prinqpals only please to: 

D Barker ot G.G. Boycs 
Pierce Cbanered Accountants 
A/6 Richmond Terrace ' “ ' - — 

Blackbuhi Lancs BB 1 7AU • :• 


Pbt£90k £570K freehold 


Garden Centre Business 

; . FORSALE 

OSanrsiteO 
£1.8 Million turnover 
Scvttt-EasC Location. Close M25 
Hammond Phillips (Ref MG) 


IFA for Sale 

Lcnfan based: 

hdepmtmU Financial Adt±>cr 

wttb several aatcBBes tn Soulbem UK. 
WeD estabUafaed wtth sound repu- 
tation and esceOenl 
team of advisers. 

£1.5 m. 

Prtodpalsi only. 

fflgtoi F atit w ilr P it Co. 


BUSINESS FOR SALE 

CHESHAM. 

BECAUSE YOU ONLY SELL 
YOUR BUSINESS ONCE. 

And you know that it's a scarce resource. 

So, why should you pay someone to produce 
the buyers? Perhaps you should talk to 
CheshanL 

With confidential briefs from more than 
2000 PLCs, foreign multinationals and venture 
capitalists who are looking to buy successful, 
private companies worth between £1 million 
and £50 million, we ought to be able to help. 

If you would like a confidential discussion, 
please contact our Managing Director. 

CHESHAM 

fg^SO amalgamations 

TTw first name in merger brokmg. 

Cbesham House, 2 Bentinck Street, London WIM 5RN. 
THephontt 0171-955 2748. 


A pp— w fa the RnreU 7btw my 
Tuesday; Friday ad Saturday For ft*. 
tfiw katonraflon, orW advutbs h (fib 
MCtfon, plane contact 
BMntolMnaon 
+44 Q171 873 3349 


CONTRACTS AND TENDERS 


Fost&Telestyrelsen 

The National Post and Telecom 
Agency (PTS) in Sweden 

An inhritation to Declaration of 
Interest in a licence to provide mobile 
radiobased telecommunications ser- 
vices for flight telephony, T errestri al 
Right Telephony System (TFTS), 
according to standard from European 
Telecommunication s Sta ndardisation 
Institute (ETSI) 

The National Post and Telecom Agency’s direction 
(PTSFS 1994:4} gives conditions for procedure as 
regards an application and principles of selection 
for a TFTS- licence in Sweden. Section 5 of the 
direction prescribes that no more then two TFTS- 
licences will be granted. PTS granted Telia a 
licence 1 1 May 1995 and Cable & Wireless 
Lightnet Ltd. a licence 8 February 1996 in pro- 
viding mobile radiobased telecommunications for 
flight telephony according to the system TFTS. 
Cable & Wireless Flightnet Ltd.’s licence thought 
was withdrawn at their own request according to a 
PTS decision 30 May 1997 (Hk-97-7363). Anyone 
interested in the second licence should therefore 
submit a Declaration of interest in writing not later 
than 15 October 1998. The Declaration of interest 
is free of charge. 

A time table for a possible invitation will be announ- 
ced not later than 15 November 1998. After that re- 
gulations and a guide for applicants can be obtained 
through PTS. The application for a licence is subject 
to an application fee amounting to 100.000 SEK 
which should be paid to PTS. 

A possible evaluation for licence will be based upon 
the Telecommunications Act ( 1993.597) and will pro- 
ceed in stages according to PTS direction. PTSFS 
1994:4. 

Further information concerning the Declaration of 
Interest can be obtained from Patrick Soric, tel +46- 
8-6785598, or Ann-Marie Engvall, tel +46-8- 
6785658. FAX +46-8-6785505. 

Post- och telestyrelsen 
(National Post and Telecom Agency) 

Box 5398, S-10249, Stockholm, Sweden 


Kitchen/Interior Design 
Stockbroker Belt 

Es'd 20 years, t/o £ 810 -Hk, mamgfid. minimal 
o/hds + v. profitable; trade & retail in middle - 
top end market, main rd showroom +*w/sbop, 
scope to expand, relocatable. A worthwhile 
investment opportunity rof otajv 


International Transport 
Central Midlands 

Eat 1971. t/o £7S0k. mainly bhrodrips to EU, 
retirement, suite HU operator seeking UK 
base or mini MB1, licence - 18 units 30 trmkrs, 
currently 7+10. iwf 01AKC 


i r-i c cv 1 ej e-v ■ easiness Brokers t.y-'A . -r 
Confidentiality Guaranteed 0171 231 1270 


CONTRACTS AND TENDERS 


Dominica EuEcnucmr Services Limited 
Expansion of Electricity Generation and Transmission Facilities 
Notice of Invitation to Tender 

Dominica Electricity Services L im ite d have in preparation tender ^document*. for the expansion of their elec- 
tricity generation and oansmiasioa facilities on the island. The works to be let in separate lots on a com- 
plete turnkey bans are as follows: 

CoBtrad Number PSSS/W/1 comprising: 

• Throu Power Station 

• Network Control Centre 

• Substations & Tiroo Power Station. Sugar Loaf and Food Cole 
- All civil, mechanical and electrical works 

■ Ship fo shore feel oil pipeline, including conventional buoy mooring facilities, to canry fuel 
direct from tankers moored offshore, to the power station. 

The power start nn wiD initially comprise 2 X 4 MW diesel generating seta, arranged for expansion up to 
8 sets, and is to include the complete infrastructure tnchiding foe! storage, workshops, stores and offices. 
Contract OHU99G comprising: 

33k V. ovetfaead, woodpote supported, transmission lines, connecting power station and substations 
between: _ 

•TVuou Power Station and Sugar Unf Substation and 

• Taroti Power Station and Food Ode Sebastian 

Tenderers wiD be required to indicate the nature and extent of wort which could be provided locally. 

It ts intended that complete sets of tender documents be made available to selected companies in (he third 
quancr of 1998, in exchange for a noo-refuniable fee for each set as follows; 

• Contract PSSS/99/I.USS500 -• 

• Contract OHL/99/2, USS250 , . 

Companies With proven ability in roriennking amBaf projects in the Caribbean region arc invited to pro- 
vide 4 copies of iheir tender prc-qualifitttiofl submissions ttr 

Kennedy and Donkin Limited 
Chats worth House 
19 Lever Sheet 
Manchester Ml 3LT 

References DOMINICA SYSTEM EXPANSION 
TcL 0161 228 6282 
Fax: 0161 228 3031 

Companies who register (heir interest wifl be advised as soon as possible whether or not they are eligible so tender. 


71 Duke Street. 
London WIM SDH 

»« 0171 490 4482 


Business For Sale ^ 

Manhattan. NY USA 
• PHneGallet) |2/1C SQFT1 kcauoi 
■ tam lemur • BjaNiiiwd name 
■ Rare book fun Wm lavcntcry 

laeoMce Stan QtHa, I W Avon rf the 
Stan. STB. IWB. Lai aogdeu CA 90K7 

TW: (310) 553-0355 
Fax: 1310} 553-0953 


Company for sale 

Exj*rssk*iuif'pfiere*are»<Mifhipirtiie 
pmhasrif the tout shut cajimlintin 
eOabtished t ia n pai iT sprclalising un 
r ww nf i cM rcAirtr. oaumr far? uni 
irauL The ctmp a rr ) openses in the 
Soult I-WM cf England and has a 
turnover m excess ef 11 MiiUon. 
la die first tnstancr please tuMn-ss 
enquiries U>; 

Bn BtlBI, noantial Ttmn. 
OurnSnAmut Bridge, Lanin SEI UHL 


BUSINESS 

SERVICES 

AMSOCAN BUSINESS VISAS ■ US spw 
date far entoprensure and Mmcuthro 
■WFw -M4 (0)10B2 578909 


LEGAL 

NOTICE 

-CAUSE NO. 337 OF 

VTVALET LTD. 

(IN UQUIDATTONl 

IN THE GRAND COURT 

OF 

THE CAYMAN ISLANDS 

NOTICE IS HEREBY GIVEN 
THAT die creditor of the above 
named company arc required on ur 
before 9“ November I99fs to send 
in dfetir fan names and additases 
and particular of their d efa „ 
daims to me, GJ. Cleaver. Enw & 
Vouag. PQ Box 1034. Georg* 
lbwn . Gnnd Cayman, Cayman 
Idands, B.W1 (fax: # 1-345-949- 
8493) md if so required by notice 
in writing from me are. personally 
or by.Adr attorneys, to prove their 
debts or chims at snch time and 
place as shall be specified m sixfa 
ra»i«, or fa defaifr thereof thev 
will be eKfuded Oomthe benefit 

of my distribution nude before 
. atcb debts are proved. 

GJ.Cfcawr 

Uqnhhinr 


* !£. 


1 
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EURO PRICES 


equities 


Strong Wall St buoys bourses 


CURRENCIES & MONEY 


FT SYNTHETIC EURO RATES 
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EUROPEAN OVERVIEW 


By Martfn Dickson, 

Fi nanc ial Editor 

European equity markets 
rose modestly yesterday, 
buoyed by a stronger-than- 
expected opening on Wall 
Street and hopes of a cut in 
US interest rates. 

The FTSE Eurotop 300 
index closed up 16.77 points 
at 1,028.02 while the FTSE 
Eurotop 100 index rose 30.32 
10 234 9.79. 

The FTSE Ebloc 100 Index, 
which tracks the leading 
companies from countries 
joining European economic 
and monetary nninn in the 


FTSE Edrobloc 100 

Wer..' '- 
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first wave, rose 1736 to end 
at 851.1ft. 

The main focus of market 
attention was the mounting 
expectation that the US Fed- 
eral open market committee 
(FOMC) would cut Interest 
rates by at least a quarter of 
a percentage point after its 
meeting today, in reaction to 
the slowdown in global 
growth. 

Germany's ejection result, 
with Gerhard Schroder’s 
Social Democrats defeating 
Chancellor Helmut Kohl’s 
Christian Democratic Union, 
had a relatively muted 
impact 

In the bond market, prices 
ended hi gftw with UK gi lts 

- Bqmf yfeW craw 
1 - te cirt gtytnrtKr m 1 998) 


outperforming German 
bunds as investors hedged 
their positions in the wake 
of Mr Kohl’s defeat. 

Late in the session the 10- 
year benchmark bund was 
being quoted around 10639, 
up 0.12 from the previous 
day. for a yield of 336. while 
the 10-year gilt was at 131 g, 
up 2, to yield 434. 

Among FTSE sectors, 
other financials produced 
the strongest rise, up 5.42 
per cent, with EMI up Ecu 1-4 
at Ecu 12.28, Dexia up 
Ecu 3.2 at Ecu 131.52 and 
Axxrvescap Ecu 0.4 ahead at 
Ecu 5.40. 

Life assurance jumped 432 
per cent, helped by Aegon, 


up Ecu 4 at -Ecu 72.05, and 
Alleanza, up Ecu 0,4 at 
Ecu 1032. 

Automobiles rose 3.78 per 
cent, with BMW up Ecu 503 
at Ecu 585.49 and Volkswa- 
gen Ecu 5.1 higher at 
Ecu 6834. Tractors said spec- 
ulation had resurfaced about 
cooperation between the 
two German companies. The 
market was also reacting to 
remarks by Alex Trotman, 
the chairman of Ford, who 
said it was open to the possi- 
bility of a merger. 

Other strong sectors 
included household goods 
and textiles, up 4.18 per cent, 
and leisure and hotels, 
which rose 4.16 per cent 
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The FT- Gey Course provides an excellent introduction to London's financial 
markets and institutions. Arranged twice a year by FT Conferences and the 
City University Business School, the course runs over eight weekly 
afternoon sessions and covers a wide ranging syllabus which includes 
: Vi. 24 City practitioners sharing their knowledge and experience. 


Since 1970. over 6000 delegates from more than 1000 
organisations have taken part in the FT-Giy Course. 
Regularly reviewed to ensure full coverage of new 
markets and new activities, it continues to provide 
essential Information for chose working in the 
Chy or serving die financial sector. 
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THE COURSE WILL COVER: 

How the City operates 

London s internationally-traded 
Jina/urial markets 

Risk management and derivatives 

Banks, building societies, insurance 

Players in the securities markets 

Financial regulation 

Economic analysis and outlook 
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INTERNATIONAL CAPITAL MARKETS 


Attention firmly on the Federal Reserve 


gc^nm^bonds 

By Richard Tomkins 
In New York and 
Khozem Merchant in London 

The decisive victory by 
Gerhard Schrader in the fed- 
eral election In Germany at 
the weekend had minimal 
impact as attention in Euro- 
pean markets remained fixed 
yesterday on the prospect of 
a cut in interest rates today 
by the US Federal Reserve. 

There would be “very lim- 
ited market implications" 
from the switch to the left in 
Germany, said Phil Tyson, 
senior analyst at HSBC. 

Trading in GERMAN 
BUNDS was quiet anyway 
ahead of the Fed meeting, 
with the 10-year future set- 
tling down 0.01 at 113.61 with 
300.000 contracts traded. 


in the cash market, the 
yield on the 10-year bund 
stood at 3.97 per cent, while 
a strong performance by 
short-dated issues led to a 
further steepening of the 
yield curve, reflecting expec- 
tations of a more aggressive 
interest rate cut than previ- 
ously expected. The long end 
of the market is still recover- 
ing hum last week's big auc- 
tion by the Bundesbank. 

US TREASURIES were 
mixed in early trading ahead 
of today's meeting of the 
Federal Open Market Com- 
mittee. 

At noon, the 30-year bond 
was down & at 105&. yield- 
ing 5.134 per cent; the 
10-year note was down & at 
108A, yielding 4.5T9 per cent 
and the two-year note was 
down & at 100%. yielding 
4.434 per cent. 


IE 30-year government bond 
Yfetitf) 

66 : — 
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Recent remarks by Alan 
Greenspan, Federal Reserve 
chairman, have indicated 
that the FOMC meeting may 
result in the first change in 
US interest rates since 
March 1997. 


Based on the gradualist 
approach favoured in the 
past by Mr Greenspan, many 
analysts are expecting a cut 
of 25 basis points in the Fed 
funds target rate, now at 560 
per cent. But some believe it 
will take an easing of 50 
basis points to have the 
desired effect 

A cut of at least 25 basis 
points was priced into the 
market last week, so yester- 
day brought little movement 
as traders awaited the out- 
come of the FOMC meeting. 
In early trading, the yield 
curve flattened a little as the 
short end saw profit-taking 
based on last week's run-up, 
while the long bond made 
modest gains. 

However, the picture 
changed later as stronger 
international markets and a 
sharp rise in equity prices 


diminished demand for the 
long bond, poshing it into 
negative territory. 

Meanwhile, it was 
announced that testimony 
by Mr Greenspan before the 
House banking committee 
on risks posed to the finan- 
cial system by hedge funds 
bad been r s*t for 10am on 
Thursday. 

Robert Rubin. Treasury 
Secretary, said that be did 
not see a credit crunch aris- 
ing from the problems asso- 
ciated with last week's near- 
coDapse of the hedge fund. 
Long-Term Capital Manage- 
ment. 

UK GILTS modestly out- 
performed other European 
markets, encouraged by the 
large unwinding of swaps 
transactions by one or two 
investors as a consequence 
of the continuing uncer- 


tainty £b global financial 
markets. Technical factors 
rather than any “fundamen- 
tal reassessment- drove the 
liquidation of positions, said 
Andy Bevan. senior interna- 
tional economist at Goldman 

-Attention is still firmly 
on the Fed; a 25-bssls point 
cut is expected." he said, 
adding that the market may 
be disappointed by this mod- 
est reduction. 

The December gilt future 
settled at 11564. up 0.06. on 
turnover of 51.000 contracts 
os Lifle. In the cash market, 
the yield on 20-year gilts was 

4.96 per cent. 

The latest UK trade fig- 
ures showed a deficit of 
£l.4bn. Analysts said the 
data, broadly expected, 
showed the balance of pay- 
ments was stabilising. 


Soul-searching by regulators after LTCM 


The increasingly mainstream view is that many leveraged funds have grown large enough to pose a systemic risk, writes Edward Luce 

Perhaps more important, 
many economists have noted 
with growing concern the 
effect hedge fund losses in 
one market can have on 
another, unrelated market as 


W hether (and how) 
to regulate hedge 
funds is one of the 
key questions policy-makers 
will be asking in the next 
few days. 

Although the $3.5bn bail- 
out of Long-Term Capital 
Management last week 
involved no public money, 
the New York Federal 
Reserve clearly thought it 
was “too big to fail”. 

This realisation, coupled 
with a growing sense of dis- 
quiet about the role played 
by leveraged investors in the 
recent emerging market cri- 
ses, has ensured that tbe 
issue will be discussed at the 
World Bank/IMF meeting 
which starts in Washington 
today. 

“Regulation Is clearly on 
their [central banks'] 
minds," said one hedge fund 
manager based in New York- 
“But it is much easier said 
than done.” 


WORLD BOND PRICES 


One of the pitfalls is that 
regulation could simply 
drive more hedge funds off- 
shore, notwithstanding the 
fact that many already route 
most of their business 
through tax havens. LTCM. 
for example, is based in 
Greenwich, Connecticut, but 
is registered in the Cayman 
Islands. 

Second, as private limited 
liability companies, most 
hedge funds operate at a 
high level of secrecy. 

LTCM. which is one of tbe 
most inscrutable funds in 
the business, was notori- 
ously bad at informing its 
own investors where its 
exposures lay. Getting hedge 
funds to disclose their 
so-called “value-at-risk" 
would therefore be an uphill 
struggle. 

Third, hedge funds depend 
exclusively on wealthy indi- 
viduals and professional 
investors for their capital 


subscription, whereas regu- 
lators are normally more 
concerned with the protec- 
tion of the ordinary retail 
investor. 

However, perhaps the 
trickiest objection is that 
many believe existing regu- 


have had such ridiculously 
high exposure to LTCM." 
said a hedge fund manager 
in London. Also, in LTCM’s 
case many banks clearly- 
waived the collateral 
requirements normally 
imposed on hedge funds. 


f Bank credit departments were clearly 
ignored otherwise these banks would 
not have had such high exposure 1 


lations are already flawed. 
The fact that so many lead- 
ing banks had exposure to 
LTCM yet had no idea about 
the extent of how highly 
leveraged it was suggests 
that the regulated sector is 
not much better oft 
“Bank credit departments 
were clearly ignored other- 
wise these banks would not 


Any decision to extend 
regulatory oversight to 
hedge funds would therefore 
involve some soul-searching 
about the effectiveness of 
the internal controls banks 
use for their proprietary 
trading risk. 

For example, a growing 
number of bankers worry 
about the accuracy of tbe 


methods used to “mark to 
market", where banks calcu- 
late their total trading expo- 
sures at the end of each day. 
Many believe the valuations 
used are too rosy or are not 
applied rigorously. 

Louis Bacon, chairman of 
Moore Capital Management 
a global hedge fund, says 
that existing “value-at-risk" 
models should be applied 
more effectively. Banks 
should also insist their 
hedge fund clients use stan- 
dard “value-at-risk" models 
for their own operations. 

Against this is the increas- 
ingly mainstream view that 
many leveraged funds have 
grown large enough to pose 
a systemic risk to the finan- 
cial system. 

The potential repercus- 
sions of an LTCM bank- 
ruptcy underlined this with 
many fearing it could have 
sparked a run on investment 
banks. 


the funds liquidate their 
positions to cover the higher 
margin calls. 

This in effect links unre- 
lated markets together and 
thus reduces the scope for 
non-leveraged investors to 
diversify their holdings. But 
again there is a problem of 
definition because invest- 
ment banks themselves also 
take positions on margin. 

"Leveraged investment in 
all its forms is a growing 
worry for regulators," said 
an economist at an invest- 
ment bank. “It tends to 
exaggerate upswings and 
exaggerate downswings. A 
lot of people are starting to 
think that this problem 
should be addressed at the 
highest levels." 


NEWS DIGEST 


EMERGING MARKETS 


Malaysia removed from 
further MSCI indices 

Malaysia win be removed from Morgan Stanley’s MSCi 
Emerging Markets Free series and trie MSC! AH Country 
Free indices by me end of November. The move is m 
response to the introduction of capital controls by t™ 
Malaysian government at the start of this month, and fol- 
lows Morgan Stanley’s removal earner this month of 
Malaysian prices from Its Developed Market series, we of 
the leading international indices used by investors. 

Early this month, the Malaysian government imposed a 
series of capital controls, including obliging foreign inves- 
tors to hold Malaysian securities for one year before repa- 
triation. It also imposed a fixed exchange rate on the 
Malaysian ringgit of MS3.80 to the US dollar. 

“The new restrictions as well as the uncertainty sur- 
rounding the future environment, particularly regarding the 
timing and value of the proceeds from sales oi Malaysian 
securities, have de facto eliminated Malaysia from the uni- 
verse of investment opportunities available to international 
investors," said Capital International Perspective, which 
manages and calculates Morgan Stanley's indices. 

Capital International said Malaysia would continue to be 
a component of the broader Emerging Markets series, 
which measures the performance of emerging equity mar- 
kets around the world, and the situation concerning Malay- 
sia would be reviewed. 

For investors still using the MSCI Malaysia index, a dis- 
count of 30 per cent win be applied to its valuation. The 
discount will be applied by using an exchange rate of 
MS5.43 to the dollar rather than the official rate. 

With foreign investors locked into Malaysia for at least 
one year, the market balance has been artificially modified 
- the prices of Malaysian securities have moved up by 28 
per cent since the end of August and by 47 per cent since 
the start of September. Emrko Terazono 

ASIAN BONDS 

Schraders to launch fund 

Schroder, the UK investment house, is bucking market 
perceptions to launch an Asian bond fund next month. 
Despite the Asian financial crisis of the past 18 months. 
Schroder believes Asian economies will bounce back. 

“The pricing of default risk in Asia is too high at the 
moment. We believe the region will recover quickly 
because it contains the key ingredients for growth, such 
as a young, educated and cheap workforce," said Kelvin 
BlackJock. fund manager at Schroder. 

The Schroder Asia bond fund will take on three broad 
classes of risks; currency, interest rate and credit. Some 
80 per cent of the fund will comprise corporate and gov- 
ernment debt Schroder manages more than S31bn in 
Asian markets (excluding Japan}; some $2.2bn is in Aslan 
fixed income, erf which $420m is invested in emerging debt 
markets. Khozem Merchant 


BENCHMARK GOVERNMENT BONDS 
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09/27 

9.750 

BB 

86.3400 

T1.37 

-056 

-4.11 

+026 


OS/27 

10.125 

B8- 

64.1880 

15.88 

-0.66 

-228 

+70.77 

Mexico 

05/36 

11500 

BB 

1015000 

102 

-0.15 

-2.42 

+024 
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China 

07/06 

7.750 

3B8+- 

955300 

053 

-041 

-2.19 

+449 


10/16 

8.750 

BB* 

7*5120 

12-30 

-048 

-142 

+740 

TTuland 

04/U7 

7.750 

BBS- 

80.4195 

1140 

-1.46 

-2.05 

+646 
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ueanon 

07/00 

9.125 

BB- 

1C19366 

72C 

-061 

-236 

+230 

South Africa 

liras 

0375 

B8+ 

85565* 

11.12 

-045 

-0.81 

+642 

Tl/rtey 

mrr 

10000 

B 

830000 

1336 

-033 

-2.10 

+842 
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am 

5.750 

BB 

705000 

105 

-020 

-1.68 

+4JS 


04/1* 

5.000 

88- 

632500 

1350 

-4.46 

-3.17 

+025 

PUhsin 

lg/19 

6260 

68 

755250 

880 

-4.09 

-0.59 

+341 

VOnueta 

03/20 

6.750 

8+ 

862500 

1033 

-046 

-136 

+531 
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BOND FUTURES AND OPTIONS 

France 

■ NOTKRIAL fflBICH BOND BIUBB (MATT) HWO0MO 

Open Sen price Change Wgb Urn Est voL Open ML 

Dec 10936 TtOM +0.13 HMD 10932 W.173 106395 


■ U0MG THM FRENCH KHDOPnONS (MATY) 


Str»w 

Price 

Oct 

CALLS — 
NOT 

Dec 

Od 

run ~ 

NOV 

Dec 

103 

7.1 B 

7.18 

. 

- 

• 

- 

104 

0.18 

6.18 

• 

- 

- 

• 

105 

5.18 

5.18 

- 

- 

- 

041 

10B 

4.18 

432 

- 

■ 

- 

042 
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Germany 

■ mmOMM. GBUIAW BUM) FUTURES QJFp* DM250000 100PM at HOT 



0pm 

SeOpnoe Change 

w* 

Low 

Eat art 

Open n. 

Dec 

mso 

11340 -005 

113.71 

11340 

43 

5237 

ura 

- 

114.08 +041 

- 

- 

0 

0 

■ MOnOHAL GERMAN BUWJ FUTURES (DTQ DM250400 TOOOw rt 100% 



Open 

SfB price Change 

Hgh 

Low 

Eat ml 

Open ML 

Dec 

113J0 

11341 -013 

11331 

11346 

300430 

625,145 

Mar 

11348 

114.08 +0.04 

11425 

11348 

503 

12.068 
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Price 

Nov 

Dec 

Jai 

No* 

Dec 

Jan 

11350 

086 

1.18 

144 

0.7B 

148 

1.06 

11*00 

063 

094 

147 

143 

144 

1-29 

11450 

0.44 

074 

1.13 

144 

144 

145 


Eo. hi mL Cab 0 Rub O. Mu day* spaa aa, CM 5708 Ms *84) 

■ wtowl cbwh row tram futures ora pmkojoo iom« a 100 * 

Open Sell price Ctenga Hgh Low Est art Open M. 

Dec 10016 10625 403* 108.32 10830 100374 272096 

Mar - 10737 -00Z - - 251 1677 

Italy 

■ H0TMWL ITALIAN BOVT. BOM (BTP) FUTUBES (Ufg* Uni 200m 100BB of lOOK 

Open Settprice Change Hgh Low Est wa open fnt 

Dec 111.13 11133 + 0.10 11136 111.08 12114 85408 

Mar - 11133 +020 0 10 


■ roman govt, bond ftp) futures onions pjtq uraaoom lootm a 100 % 


Strike 

Price 

(Ah 

- CALLS 

Ok 

Nov 

- PUIS 

Dec 

11100 

048 

099 

035 

076 

11150 

033 

074 

040 

141 

11200 

017 

044 

044 

141 
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ate Ctffefl Putt 50 PrMoa oaf, dp«i a*. Cato 125 Ma 22S5 



Spain 

■ NOTIONAL SPAMBH BCHD FUTURES (MffF) 



Open 

Seri price 

Change 

Moll 

Lav 

Est vrt. 

Open A 

Dm 

11445 

11448 

+007 

115.14 

11441 

55,158 

105,363 

Mir 

UK 


11443 

+012 






■ WTOHAia YEM6a.TRmiBESIl^ IQOfttcl WTO 



Open 

Settpnce Ctonge 

Wi 

LOW 

Eat art 

Open int 

Sep 

- 

1074* +022 

- 

- 

0 

40 

OK 

- 

107.45 +0.18 

- 

- 

0 

1B74 
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Open 

Settprice Change 

High 

LCW 

Est art 

Open hL 

Sto 

11446 

115.16 +046 

11520 

11446 

383 

3792 

Dec 

114J5 

11544 +040 

115^1 

114.73 

51319 

147533 
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Strike 

Price 







Nov 

Dec 

Jan 

tov 

Dec 

Jn 

11550 

094 

149 

172 

040 

T45 

ua 

11600 

0.71 

1.18 

1.47 

1.17 

1/W 

1.63 

11650 

043 

1J» 

174 

1.49 

146 

140 
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US 

■ US 1RCA50HT BOND FUTURES {BBT) SI DO. 000 32nds rt 100 % 


Open 

Sen once 

Change 

Wgh 

Low 

Est art. 

Open et 

Dec 

129-25 

129-31 

- 

130-01 

129-20 

505.325 

708407 

Mar 

1S-15 

129-19 

- 

129-20 

129-10 

1.568 

72J34 

Jun 

- 

_ 

- 

- 

- 

21B 

BOB 


Japan 

■ NOTOHAL LONG THBI Atf MffSE 6QVT. 9010 RilVBg IUFFQ YlQQm iflOlg mop* 

" ~ Open Om Changt. H*h “7^ at art Open H. 

Dae 138.73 13am - 138.73 13831 7B3 ^ 

Mv 13738 13732 - 13738 13736 iff „/a 

- uffe mkh (bo «M sn trt- H Open tenet In an to mm a* 


Ecu 


■ ECU BOND FUTURES WM1F» ECU100.000 


Open 

Sespret 

Change 

High 

Low 

Esl vrt. Open el 

Dec 

10840 

♦048 

- 

- 
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US CORPORATE BONDS 
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Pac Bel 

07/02 

725 

M- 

106.4588 

522 

-0.03 

-047 

+094 

NT Trt 

D8TO3 

7.00 

A+ 

1032633 

661 

-044 

-047 

+223 

OWE 

05/08 

B40 

BBS 

1154851 

545 

-044 

— OJSO 

*127 

■ mAKuix;; 









GECC 

OBTOT 

6.75 

AAA 

123.1560 

526 

-0.05 

-057 

+0.78 

Banc One 

OBflE 

725 

A+ 

1DG4150 

5.34 

-003 

-049 

+096 

Marta One 

mm 

740 

Bra 

1084869 

549 

-0.05 

-0.56 

♦1.41 
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WMXTedi 

04/99 

S2S 

BB8+ 

1002688 

549 

-0.17 

-045 

+120 

wsi Hart 

osna 

6.75 

AA 

106.1414 

447 

-049 

-0.66 

+0.® 

Dayton Hud 

06/21 

9.70 

B0S+ 

1362 D00 

648 

-042 

-0.14 

+1.47 

■ AfflBCS 









FHLMC 

OMIT 

7.14 

m 

1134174 

5.14 

-044 

-0.43 

♦046 

SIMA 

03AM 

740 

m 

1034257 

446 

-0.11 

-055 

+0.45 

FNMA 

02/IB 

8.95 

m 

1374118 

569 

-0.08 

-020 

+057 

FTC8 

06/06 

095 

m 

1234807 

5.12 

-045 

-0.43 

+054 

■ ugh mm 









Stone Cort 

oz/m 

9.B8 

B 

944000 

040 

_ 

_ 

_ 

MSB 

12/01 

9.13 

BB- 

101.0000 

0.00 

- 

_ 

_ 

Pacatta 

06/0* 

1075 

B- 

864000 

0.00 

- 

- 
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US INTEREST RATES 


Class Treasuy 8ffls and Bond fields 


Prime retd . — 

% 

One norto 

Two raonfl! 

: 

Twojmtf — 
Tlaee year 

445 

4.44 

Bnite bar tea 

Tine monBi 

I 4*8 

Rie rear — 

440 

Ftad-ftnn 

FaLtinfe a ktomndon 

5 4 

Sh monDi 

One rear 

_ 456 
_ 454 

1 0-rear 
VHnr 

459 

5.15 


INTERNATIONAL BONDS 


Sqi a 

Red 

ton 

Coupon 

SIP 

RaBng 

Btd 

price 

BU 

»« 

Bans 

art 

WI 

IRhi 

Crips 

Soma 

a 

Govts 

■ BIRO DM 

BB 

02,47 

5750 

AAA 

1105900 

422 

-005 

-049 

+0 16 

Span 

01*117 

5.750 

AA 

109.9400 

429 

-002 

-015 

*021 

Phrtp Morris 

03/04 

5 375 

A 

1018600 

445 

-0.01 

-031 

♦072 

Hnfcmd FRN 

09/02 

3531 

AA 

1006533 

3.11 

-001 

-017 

-0 50 

■ BJBO FFfl 

Austria 

01/04 

5.500 

AAA 

107.4900 

190 

+001 

-0.1 4 

*0.18 

AObefNat 

02TO4 

6.000 

M 

1092700 

404 

♦am 

-a I* 

+042 

Ciea Foncttr 

D2AM 

9.125 

A 

123 0300 

424 

+0.02 

-021 

*0.52 

3C8=FWI 

12/Ot 

36T7 

AA- 

999*30 

3.49 

-001 

-an 

-on 

■ BJROURA 

BB 

02/07 

7.000 

AM 

118.4000 

433 

+002 

-0.30 

-OIU 

AMwjrNat 

02/02 

6800 

AA 

1084000 

405 

♦ 0 . 0 c 

-027 

*011 

Walt Doner 

06/00 

8.B25 

A 

107 0000 

4.30 

+0.14 

-002 

+041 

BBFRN 

03.-01 

4J43 

AAA 

100.1212 

3.63 

-093 

-035 

-020 

■ BIROE 


12/07 

7525 

AM 

113.1800 

573 

+0.13 

-015 

+030 

Diradner BR 

12/07 

7750 

AA- 

107-2052 

6.67 

-0.10 

*0M 

+1.74 

BriHsfi Gas 

03/00 

7.625 

A+ 

101.3563 

6.60 

-005 

-048 

+0.86 

Abbey Nat FRN 

02/02 

7900 

AA 

100.1220 

527 

-006 

-042 

+001 

■ BIROS 

BB 

o*m7 

7.290 

AAA 

113.8100 

520 

-002 

-053 

+0.W 

ABN Amra 

06/07 

7.125 

AA - 

1008975 

5.79 

-0.01 

-012 

+125 

Quebec 

01/07 

7000 

A+ 

109.0697 

552 

-0.01 

-0.12 

+1.08 

CBcap FRN 

02/04 

5.750 

A+ 

100.8497 

547 

-0.01 

+0.18 

+0.95 

■ Bines 

Bayw L-Bk 

08/04 

9500 

AM 

119.7322 

5AT 

-am 

-09* 

+0.15 

Toronto 

0S«M 

B4U0 

AA+ 

114.6089 

542 

-am 

-091 

+010 

Beta Canada 

07/90 

10.625 

A+ 

103.9503 

529 

- 

-1 19 

♦096 

Deutsche B FRN 

09.U2 

5475 

AA+ 

1012408 

5.52 

-0.04 

-055 

♦0 34 

■ EUMYBJ 

Watt Bank 

03/02 

5250 

AAA 

1100179 

0.58 

+094 

-0.14 

-0X13 

spam 

03812 

5750 

M 

117.7833 

047 

+094 

-012 

-0.04 

Cred Fonder 

08/02 

4.750 

A 

1119471 

1.04 

+004 

-014 

+0.43 

b*t fflN 

07/99 

0.727 

M 

1002166 

OOI 

+OD1 

-0.10 

-026 
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UK BONDS 


FTSE Actuaries Govt Securities 


UK Indices 


Price Indices 

UR Gtttf 

Mon 

Sep 28 

Day'S 
dope % 

Frt 

Sap 25 

Accrued 

tailertH 

nl ad). 
yM 


-Una coupon ykrid - 
Sep 28 Sep 25 Yr. ago 

■ HMfinn coupon yWd- 
Sep 28 Sep 25 17. ago 

-Mgh coupon yWd- 
Sep 28 Sep 25 Yr. ago 

1 Up to 5 years (IS) 

2 5-15 years (20} 

3 Over 15 years (4j 

4 taredeemablM (4) 

5 All stocks 146) 

12191 

17129 

22728 

309.41 

16490 

Oil 

0*3 

143 

224 

092 

12098 

17196 

22401 

30295 

163.15 

2.12 

392 

1*0 

390 

2.78 

796 

79* 

890 

997 

795 

5 yre 

15 yre 

20 yre 
taratLt 

522 526 040 

499 4.78 046 

490 4.71 6.48 

*98 499 6.71 

528 

4.85 

492 

53i 

*94 

*02 

65S 

558 

691 

520 

498 

4.8S 

525 

499 

4.39 

062 

5S7 

507 

Index-Mud 







— taftatton 9S — 

Sep 28 Sep 25 Yr. ago 


~~ Inflation 10 % — 

Sap 28 Sep 25 Yr. ago 



6 Up to 5 yeas (2| 

7 Ota 5 years (9) 

8 ai aocksni) 

22098 

23790 

23*92 

0.03 

006 

005 

22032 

237.47 

234.10 

1.1B 

1.45 

1.40 

496 

5.06 

491 

Up to 5 yre 
Ova 5 yre 

2.BT 292 327 
2.52 053 393 


ill 

293 

211 

233 

297 

3.13 
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UK GILTS PRICES 


Hem 


-Yield- _52 weak- 

to Rrt fttet + w- Hgh In 


IUM 


— YM._ 

H Rad PriwE ■ 


Stetar (Um to b Fhn Yaw) 

Trias lya* -88 

bdnapchsa 

TtBKSlgpcinS 

fleas taRM 1899 

EohlZiaiKlOH 

TweiiO'zpeiBM 

fleaa tec >898 


Trass 51 jpe 2000 f 825 

cm ape am a« 

litelJpcZOOQ T733 

73* 

Ties ng tab 301. — 

Tress 1 0pt 2001 913 

CUT* gljK 2001 838 

Caw Wipe Wl 83* 

Tree* 7pe 2001. 


_£2a 
or- Haifa 


Km 


Wb 


1550 

- 

IBM 



107ft 

1123 

629 

10/Pi 



105,4 


6 £3 

100ft 


IttU 

- 

- 

100*1 

-i. 


1133 

572 

102% 

-i 

1(17% 

HUB 

554 

102% 


■cod 

arc 

537 

99ft 


99ft 

32* 

013 

104% 

♦i 

106ft 


fiaJH2pei99M- 

CmiOpeaXKl — 

TmsTpeaXE- 


'.-.4 


0.72 
-3< nS3 
-i 371 
_ 363 


Con* Vjpc 2002 $ 836 

Iran 91i pc 3002 3*7 

&di 9PC2002 Jf IX 

Con* B4ipe3U3 i 332 

Tran Bpc 3003 7.17 

flWSlGpc»03-- — 8.30 

Ti«»13Vpc 2QW-3 12.M 


608 103i 
fi.10 103fi 
s.9* mil 
69J 1WH 
- 100 % 
368 IDft 
5.77 IO&Jj 
579 110V 
588 10*A 
7.17 101,1 
531 U*jj 
SX lOP; 

s* ma 

538 115A 
543 113* 
5.46 1174 
518 1116 
534 12011 
S93 113V 


*i. 103U 
Wi I05i 
■hi, 115*i 

-4 looii 

** 1104 

*4 109,* 
^4 11013 
+4 IMA 
— 10511 

4i. T»Q 

IDS*; 
U3ft 
1154 
1134 

1174 
dig 
12513 
117J1 


* 

*4 
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100 Cm91tfe2005 

HKPa Bail iota* 2005 ■? 

100 ft Trees 12IJPC 2003-5 _ 

1DOA Trees a '{pc 2005.. 

IQP» Con SiiisXa 

!024i 7reaB 7*2pc 2X)6 
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103% Traas8pc20E-6 

Trea 1114x 2003-7-^1 

Trees Eijpc 300," 

Tran T%pc3H7 

Ttes Uijpc 3004-8 -4 

T«ss9pc2ll0a. 

101il TrsaapeSOO? 

I02ii IranWipcSaB 

1 WB Trees 6*ape 2010 

uni cawapcuisfln 

10U Trasspean: 

107^ Tren 5>{pe 2008-12, __ 

1063 fleas 8pc 2013 

1074 Traas 71ipeS112-l5 . — 
99ft 
1014 

OnrRteHYton 

Trees 6pc puis 

JSg Trees MrfeSWr ..— . 
EffliT5e2013-17._J 
T«s8pe3El 

Wi 

1141, 

1UA 
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7m 

305 

OC 

707 


508 108ft 
521 129ia 
525 1304 
517 132S 
511 i®a 
4* S* I31A 
546 505 1164 
5 09 1174 
5 41 1064rt 
543 17311 
5M 12*4 

4 SB m& 

517 1394 
*93 I31U 
432 T2SS 
489 107J| 
557 *90 1124 
t52 *95 138 

6.42 * 95 140»i 

5.18 <EB 1064 
504 *91 1321] 
610 4 32 l&U 


662 

732 

948 

604 

619 

an) 

683 

6J5 

53 


*4 10BJ3 

-V 1231] 
♦U T3tRi 

*4. T32 5 ! 
-4c l!04 
♦32 131)5 
*4 iiG*e 
-11 1'Tli 
*4 1094 

-'l 123b 
*>2 12413 
*VJ 117V| 
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iJiN 
125JJ 
4! 1071i 

-a 1124 

♦b 141P* 
*11 106.'. 
♦«i 1X213 
.1 1 MH 
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B9A 

1141] 

121 

126U 
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mi, 

lOJlj 

1334 

"711 

IlHU 

M's 

1204 

90 

"V. 

10«1 


Mo-Unted 

2i«pc *--- 
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— 

2pf» 

I'ipe'OS- - 
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Msec -n 
S*MK ‘IB — . 
!':« ■» . 
Artie'S*-. 
jijpe-n-. 


n 

—17 W 

— '78 81 

- -1135 S 
— itea 

-J74 61 
-09^ 
—181* 
-48301 

- w.n 

-1135 11 


174 

20 * 

275 

201 

260 

257 

256 

25* 

252 

252 

248 

244 


270 194,; 
333 300]| 
300 200,', 
281 1» 
275 219*1 
ZEB 200b 
266 2124 
262 177fl 
259 1M13 
258 I91M 
254 1B3{J 
161 1] 


•4 1S5i'« 185ft 
*4 M1*a 1924 

*4 MOft 1894 
KSJ ISA 
*A 22!rf SHU 
*4 W!)5 1831, 
*,'* 2lS4 191 
-7* 180U 158,1 
*l| 19?i 170,1 
*4 l«i» IMS 
**• 167>* 13711 

-'l 16S lMj] 


07 townte hear 3445 rn to tenry I9« ’Saa *d I 


SB* *81 130b 
590 4 82 148,1 

663 108 1734 
552 47* 144B 
*89 454 1Z!U 


*111 

♦MI 

*7 

♦Iff 

♦’A 


508 

482 

181 

MS 

*88 

406 


- 78!l 

- rca 

- njjai 

- 56 Ad 

- Siam 

- 50*8*1 

Chalto Md-tatta at 


♦24 

*1? 

*Uj 

* 1.1 

♦14 

*1A 


1S5 Other Fixed hrterest 

1734 »9«i 

115,’. -’Me. 

122 |j Wj _ teln to bm IViaE ♦»- 

Aslan On io>*pc 2 «B_ 

aiwnii'jpcffliz 
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CURRENCIES & MONEY 


D-Mark weakens as SDP triumphs 


WORLD INTEREST RATES 


MARKETS REPORT 


By Andrew Balls and 
Christopher Adams 
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The D-Mark weakened 

against the dollar as German 

business leaders warned 
against a return to tax and 
spend policies. 

Few currency dealers pre- 
dicted such a crushing 
defeat for Helmut Kohl in 
Sunday's Ger man elections. 
Gerhard Schroder's Social 
and Democratic Party, which 
defeated Mr Kohl's Christian 
Democratic Union party, is 
negotiating the terms of a 
coalition with the Greens. 

The Greens have previ- 
ously demanded a commit- 
ment to hefty increases in 
indirect taxes as a condition 
for entering such a coalition. 

Oskar Lafontaine, chair- 
man of the SDP and a candi- 
date for finance minister in 
the new government, called 
for a cut in interest rates to 
help fight high German 
unemployment. 


The D-Mark lost a pfen- 
ning, Ming from DM1.67 to 
DML.6B against the dollar by 
the end of trading hours in 
London. 


■ Markets abhor policy con- 
fusion. In normal times, a 
weakening D-Mark would be 
expected. But these are not 
normal times. With deepen- 
ing turmoil In emerging 
markets, jittery stock mar- 
kets. and concerns about the 
US economy, the D-Mark 
continues to offer a haven. 

Economists played down 
fears over potential fall-out 
for the German currency. 

The affects of the German 
election are pretty minimal. " 
said Alison Cottrell, Interna- 
tional economist at Paine 
Webber. This is not a gov- 
ernment that controls inter- 


est rates. Nor one that will 
do anything radically differ- 
ent on fiscal policy". 

Moreover, although an 
unknown quantity. Mr 
Schrfider is more pragmatic 
than ideological, ids success 
is largely the result of adopt- 
ing economic policies 
broadly similar to the party 
the SDP has now booted out 
of office. 
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■ A deal on financial reform 
between Japan's ruling Lib- 
eral Democratic Party and 
opposition parties, appar- 
ently ending weeks of politi- 
cal wrangling; failed to lift 
the yen. 

. Currency strategists were 
sceptical that the agreement 
would bring about the 
far-reaching changes needed 
to stem the economy's slide. 

Under the terms of the 
agreement, reached at the 
weekend, Japan's ailing 
Long Term Credit Bank 
(LTCB) will be nationalised, 
its non-performing loans put 
into a resolution bank, and 
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trimmed down, which will 
be positive in the long 
term," said Ken Landon of 
Deutsche Bank in Tokyo. 

But be added that plans to 
set up an apparently inde- 
pendent regulator to oversee 
the clean-up of the hankin g 
system would not remove 
the ingredients that have 
caused the banking system's 
difficulties. 

The yen lost ground 
against the doDar. slipping 
from Y 135.4 to Y 136.4, before 

rallying after the end of 
trade in London. 


MONEY RATES 
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the rest of the business sold, 
possibly to Sumitomo Trust. 

The deal Included an 
undertaking not to provide 
LTCB with the public funds 
needed to write off YSSObn of 
loans to Japanese Leasing 
and two other affiliates. 

“Cutting off debtors such 
as Japan Lease is a positive 
sign that some of the most 
egregious inefficiencies in 
the financial system will be 


■ Expectations of a cut in 
US interest rates will be put 
to the test today, when the 
FOMC meets. 


I OTHER CURRENCIES 
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Alan Greenspan, chairman 
.of the US Fed. indicated last 
week that rates may have 
peaked. 

Yesterday, US Treasury 
secretary Robert Rubin 
spoke out 

“Our dollar policy remains 
the same. As we've said over 
the last couple of years, a 
great concern of ours and 
one we share with the Japa- 
nese government is the 
weakness of the yen." 

Analysts said the crisis in 
Latin American economies, 
and Brazil in particular, 
which holds elections on 
Sunday, would weigh 
heavily on the FOMC. 

The question is whether 
it will be a quarter or a half 
point. Everyone expects a 
move. If there is no cut, after 
Mr Greenspan highlighted 
the risks last week, It would 
send a confusing message. 
This would be more of a 
worry for the stock market 
than currencies," said 
Gerard Lyons, chief econo- 
mist at DKB International. 
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COMMODITIES & AGRICULTURE 


Mining 
to restart 
at Los 
Frailes 

By Kenneth Gooding, 

Mining Cotrespoodent 

Boliden. the Canadian* 
Swedish mining company, 
said yesterday 96 per cent of 
the material that escaped 
from a waste dam at its Los 
Frailes lead-zinc mine dear 
Seville in Spain had been 
cleaned up and mini ng 
would restart neat month. 

Production of zinc conceit 
trate, an Intermediate mate- 
rial, would start in Decem- 
ber, seven months after the 
dam burst and released 5m 
cubic metres of toxic sludge 
into rivers flowing through 
Cato Donana, Europe's big- 
gest national park and one 
of the region's most Impor- 
tant tourist attractions. 

Boliden also responded to 
a report into the incident by 
EptLsa, Semcdos de Inge- 
neria, which Is investigating 
the causes. EptLsa said a slip- 
page of bedrock 14 metres 
below the original surface, 
resulting from pressures 
from the dam and the waste 
deposited in it, had caused 
the collapse. 

Boliden said that neither a 
1977 dam construction study 
nor a dam stability study in 
1996 had provided an ade- 
quate prediction of the 
behaviour of the bedrock. 

The dam was constructed, 
to hold 82 -6m cubic metres of 
waste and to reach a height 
of 32 metres, Boliden said, 
and at the time of the col- 
lapse it contained 15m cubic 
metres of waste and reached 
a height of 28 metres. 

Boliden has reserved S34m 
towards the cost of the 
clean-up but has accepted no 
liability. Legal proceedings 
are under way to determine 
responsibility and liability 
for damages. 

Los Frailes was scheduled 
to produce about 125,000 
tonnes of zinc, roughly 1-6 
per cent of global output, 
and 47,000 tonnes of lead, not 
quite 1 per cent of the world 
total, this year. 


EC stands firm on agricultural price cuts 


QT Michael Smith in Brussels 

The European Commission 
said yesterday it would stick 
to its plan for cutting sup- 
port prices for agricultural 
products after an analysis of 
I agricultural markets con- 
cluded that the outlook 
remained positive. 

It said its report on pros- 
pects for cereals, meat and 
dairy markets until 2005 
underlined the case for 
changing the common agri- 
cultural policy. ‘There is no 
basis far changing our posi- 
tion it said. 

Franz Fischler, farm com- 


missioner, would not change 
his proposals for cutting 
guaranteed prices for beef, 
cereals and dairy products 
by 30. 20 and 15 per cent 
respectively. 

The proposed changes to 
the common agricultural pol- 
icy are part of the Agenda 
2000 reform package put for- 
ward by the Commission. 

There had been specula- 
tion that world financial 
problems and weak agricul- 
tural markets might prompt 
the Commission to revise its 
proposals, now being consid- 
ered by European Union 
state countries. Russia is the 


Caltex may lose 
oil production 
in Indonesia 


By Sander Ttaenes in Jakarta 

Chevron and Texaco, which 
operate in Indonesia as Cal- 
tex. the country's largest oil 
producer, risk losing 10 per 
cent of production capacity 
If government officials opt 
this week to hand a block of 
fields over to Pertamina, the 
state oil and gas company. 

An official taskforce Is 
expected to recommend 
whether to extend a 25-year 
lease for the Coastal Plains 
Fakanbaru block, held by 
Caltex, which expires in 
2001. Pertamina has been 
lobbying hard for the field, 
which produces 77,800 bar- 
rels a day. Members of the 
taskforce indicated this 
month that they supported 
Pertamina. 

Although Pertamina has 
yet to make a finim for any 
other lease coming up for 
renewal, the case of Caltex is 
being watched by all execu- 
tives as a test of the new 
government’s attitude 
towards foreign investors. 

Pertamina has long been 
content to farm out fields to 
foreign contractors but it is 
bracing itself for a draft law 


EC’s biggest market for farm 
exports. 

Information .for yester- 
day’s report was collated 
before the Russian finan cial 
crisis. A Commission official 
conceded that problems in 
the Russian market could 
affect negotiations between 
EU member states on 
Agenda 2000 but added; “I 
want to counter the idea 
that the Commission will 
change its proposals." 

He said Russia’s problems 
could lead to calls for deeper 
reform because the EU 
would need to be more com- 
petitive. 


The report said the. out- 
look for agricultural markets 
over the next decade was 
"fairly positive 0 when com- 
pared with the situation In 
the 1980s and 1990s. "Ttmre 
is abroad consensus that the 
medium-term outlook for 
agricultural products will be 
characterised by strong 
growth In demand that win 
generate a sustained expan- 
sion In trade," it said. 

"The expansion of .demand 
from non-OECD regions. In 
particular in Asia and Latin 
America, will constitute the 
main driving force behind 
these favourable prospects.” 


that would curtail its pow- 
ers, turning it from a de 
facto ministry into a com- 
pany by transferring its pro- 
duction sharing contracts to 
the government 

The company would also 
lose Its monopoly on distri- 
bution, making room for for- 
eign Investors, Caltex 
included, which have been 
eager to Bet up refineries and 
gas stations. 

This has led Pertamina to 
look at itu-raghig its awn 
production but Prtyambodo 
Mulyosudlijo. director for 
exploration and develop- 
ment, said it would expand 
onshore rather than into 
costly and technologically 
challenging offshore fields. 
“This will makw Pertamina 
stronger,” he said. 

Caltex said it has already 
gained experience in tertiary 
enhanced oil recovery tech- 
nology, including processing 
of water pumped into the 
wells, needed to extract 
some 423m barrels of on still 
in the fields. Much Is too vis- 
cous or trapped in rocks, bnt 
Caltex believes it can get oil 
flowing by injecting lignin, a 
by-product from nearby phlp 



The report makes-asstnnp- 
ticms tat. rise basis of exist- 
ing, unrefanned agricultural 
policy. It predicta total EU 
cereals production rising 
from just over. 300m - to 
m2m tonnes by 200 s. if 17.5 
per oat of land was taken 
out or production, the HU’S 
intervention stocks - bought 
from forms , under the guar- 
anteed prices system - 
would grow from about 14m 
to more fiOm tannes. . 

Beef . output is seen ' as . 
dropping before rising again 
after 2000, Assuming exports 
at the ElTs limit under- 
world trade .restraints, inter- 


Ttw Caltex case w® test the attitude to foreigners PanosRctLrea 


mills, and boost recovery by 
more than 35 per cent 

"They cant just copy that 
technology, it’s ours,” it 
said. “It will cost Pertamina 
lots of money to treat the 
water, for instance.” 

Mr Prtyambodo concedes 
Pertamina has not used such 
technology but says Caltex 
has yet to apply it commer- 
cially. It said it has spa- 
sored its own studies and 
could finance research and 
application, estimated at 
$\.3bn, from cash flow. 


n&l stocks, now some 601X000 
tonnes, would jump to L5m 
tonnes by.2005. 

The report forecasts a 

ctight decrease in pro- 
duction. and an increase in 
yield* per cow." The dairy 
cowherd Is predicted to drop 
from ZL7m.in 1997 to l&fon 
in 2005, assuming no change 
in milk quotas. 

- Dirk Abner; director of 
economic analysis in the 
Commission's agriculture, 
direc to ra te ,' said strong pros- 
pects for cheese exports 
would Jje constrained by 
commitments to the World 
Trade Organisation. 


Problem 
year for 
African 
tobacco 


Hurricane shuts 
oil and gas plants 


Caltex has offered to 
reduce its taka from the field 
from 15 per cent to 10 per 
cent and to adjust bonuses. 

The government may offer 
the field for open tender or 
persuade Caltex and Pertam- 
ina to improve cooperation 
but there is bitterness 
among Pertamina directors 
over the lack of technology 
transferred by Caltex since it 
first pumped oil at the field 
in 1973, although it did train 
Per tamina staff in e nhan ced 
oil recovery. 


MA RKETS REP ORT 
By Paul Soiotan 


Oil and gas producers in the 
US said they had shut plants 
and evacuated employees In 
the Gulf of Mexico region 
yesterday as Hurricane 
Georges hit the Louisiana 
coastline. 

The region provides about 
14m cubic feet of gas and lm 
barrels of oil a day - about a 
quarter and a sixth respec- 
tively of US gas and oil pro- 
duction. 

However, it fooled to blow 
through .the oil markets, and 
the November contract for 
Brent blend on London's 
International Petroleum 
Exchange was *1432 a barrel 
In late trading, 11 cents 
below Friday’s dose. 

Among metals producers, 
Alcan Aluminium said It had 
shut its electrical cable plant 
in Bay St Louis, Missouri, as 
a precaution against damag e 
and injuries. 

On the London Metal 
Exchange, base metals 
traded quietly, with three- 
month copper ending at 
$1,663 a tonne. $2.50 below 
-Friday’s dose. Nickel fin- 
ished $50 lower at $4£90 a 
tonne, while zinc slipped $7 
to $933 a tonne. 


. “Although supply-side 
responses provide a ’safety 
net' for the capper price at 
around, the current level, no 
such mechanism exists to 
support the aluminium price 
anywhere near to current 
levels," Credit Suisse First 
Boston said yesterday in its 
latest Metals Watch report 

CSFB expects strategic , 
buying, of aluminium at 
about the current price level 
by big aluminium users such 
as US. carmakers, which 
could .help prices. Alumin- 
ium closed yesterday at 
$L345.fi a tonne, down S2J50. 

Gold fell' back from Fri- 
day’s four-month high. It 
was “fixed” at $292.25 an 
ounce In London compared 
with -the morning fix of 
$293.80 and Friday after- 
noon's level of $298.10. 

Coffee futures rose on the 
London International finan- 
cial Futures and Options 
Exchange, the benchmark 
November contract ending 
up $45 at $1,682 a tonne on 
volume of 4347 lots. 

Global coffee output is 
estimated at 104.7m bags for 
1998-99 against 92.7m for 
1997-98, according to the 
International Coffee Organi- 
sation. Brazil, the world's 
largest producer, is expected 
to produce 33j9m bags. 


By Paid Sofanae 


African tobacco growers are 
facing a difficult year after a 
sharp drop In prices. The 
International Tobacco Grow- 
ers* Association said prices 
across' the continent have 
fallen up to 40 per cent this 
year compared with 1997- . 

"Growers across Africa are 
undoubtedly suffering con- 
siderable hardship because 
of the low prices." said 
David Walder, chief execu- 
tive of the 1TGA. “For some 
of them, producing the 
tobacco is no longer proving 

economic.” 

African tobacco growers 
-had been expecting a small 
fell in prices this year, but 
the prices had fluctuated 
much more than usual, he 
added. 

In Zimbabwe. Africa's larg- 
est tobacco exporter, prices 
were 40 per cent lower at the 
start of the year, and are 
now 33 per cent dawn, 
according to the ITGA. 
Prices In 7-amhta are 36 per 
cent lower, while Malawi 
pices are down 19 per cent 

In Tanzania, where prices 
are 15 per cent lower than 
last year, the government 
has removed the tobacco 
export tax In an effort to 
help local farmers. 

"Tanzanian production is 
on a smaller scale than other 
countries in the region, so 
prices tend to be lower. But 
the growers there say they 
simply can't survive on the 
prices they are getting.” Mr 
Walder said. 

Zimbabwe produced 

165.000 tonnes of tobacco in 
1997. of which 97 per cent 
was exported. Malawi, the 
continent's second biggest 
tobacco grower, produced 

153.000 tonnes. 

China is the larges*, 
tobacco grower, producing 
40 per cent of world output 
though most of it is con 
sumed domestically. Other 
big producers include India 
and Brazil. 


COMMODITIES PRICES 


BASE METALS 

LONDON METAL EXCHANGE 


Precious Metals continued 

■ GOLD COkEX (100 Tny nt; SArojr at} 


GRAINS AND OIL SEH>S 

■ WHEAT UFFE (100 turns; E par tami 


SOFTS 

■ COCOA LJFE (10 tamo; Emms) 


MEAT AND LIVESTOCK 

: ■ LIVE CATTLE OC (40jDOOt*; cwtHAs) ' 


1 (Mo* bon AndgamaM Meta Torino) 


SMt 

DU* 



Ops* 


Sail Dsfa 



Opm 


Satt 

D»r* 



Opsn- 


SsO Onto 

Opm 

1 M IIIIIIOL J*L7 HHTY S nr ttnmti 


prim dungs fOtfi 

tow 

tad u 


pries dungs .Vital 

UM 

tad 

U 


pries dnnga Htai 

1 nm 

1M M 


fttoattraga «ta> Low tad 

tot 


- 


Sap 

2953 

♦1.7 

_ 

_ 

2 

Ns* 

7335 - 7X70 

7335 

99 

2582 

Sag 

975 

+9 

_ 

- 

7 

Oct 

59629-0575 B03S0 59500 3JB3 

29509 


cm 

3 taUta 

Oct 

2953 

+15 

7S5£ 

291 A 

842 4374 

Jw 

7533 - 7550 

75.15 

73 

2*479 

Dm 

1009 

+7 

1013 

1003 1367 66(423 

Dec 

01575-0725 62600 61550 3551 

35594 

On 

1313-14 

13445-456 

DSC 

298.0 

+15 

29X4 

2945 57524 81.190 

Mar 

7735 +0.10 77.40 

77.15 

148 

1,739 

MW 

1037 

+7 

1040 

1031 

271 38334 

M 

61275-0573 63500 63.100 1558 

18.175 

1 ftwtaus 

13185-75 

1347-6 

Fsb 

left fj 

+16 

3005 

yes ft 

3670 19328 

May 

19.10 +0.10 7925 

7925 

13 

1(439 

Msg 

1055 

+7 

1055 

1052 

52 1*584 

•m 

84775-3525 65-300 8470Q 700 

8332 

ttgMow 


1340713*3 

AW 

3013 

+13 

3005 

2973 

309 12389 

Jd 

8050 - 0050 

8060 

4 

59 

Jd 

1072 

+8 

- 

- 

- 9384 

Jut 

62325-0400 62450 62325 783 

7573 

I AM OflU* 

1314-5 

1345-8 

Jaa 

3023 

+1.8 

3023 

2993 

629 15317 

Total 



337 


Sap 

1090 

+10 

- 

- 

- 28.628 

am 

62.100 -0300 62400 62.100 147 

2313 

KwO dm 


1343-44 

ToM 





•X447 175233 

■ KAT CBT WTO* ttto CNMOta HUM) 


ToM 





16WT703M 

Tat* 

9JB4 101322 


Open hi nta 

IHHlinw nta 

■ uni-mu allot <5 pg men* 

flaw 1127-32 

Pratt* 1135-JO 

N0WIO* 

AM QOM 1127-30 

tot cion 

Open HL nta 

TO* £*) kimw nta 

■ LEAD (Spartan* 


■ PWTMBM HVMEX (50 Tray 01; Srtraf at) 


Dac 

Oct 

3533 

-16 3553 351.1 

2316 

8603 

Mar 

Ju 

3535 

-03 3553 3513 

25« 

5483 

**»y 

AW 

3546 

-16 

14 

1S1 

Jd 

Jd 

3556 

-16 3563 3535 

3 

34 

s*g 

ToM 



4577 12608 

DSC 

■ PALLADIUM NYMEX (100 Tty at; Iftoqr mj 


TaM 

Dm 

29055 

+335 29130 28430 

207 

2546 


Mar 

28805 

+335 

- 

328 

ttoc 

ToM 



211 

26B1 

Mw 


Cam 
Praia* 
mw m 

AM Metal 
toll date 
Opai fen. 

Tow My amor 

■ MCKB-BpeManri 

□on 

Pmvtaus 

Wgbflo* 

AM Oftfe* 
tat don 
Op* fen. 

Total da ? Brans 

■ T* Unwind 


5115-15 528-7 

5134-4.5 528-9 

328/525 
Sll-2 525A6J 

5Z7-8 
M 


4010-20 4085-90 

4065-75 4135-40 

410QM075 
4010-15 4075-80 

408040 
nta 
nta 


■ aura combi (5 mo flw a; cm»n m 

Sap 525.0 +120 51 2J) 511.0 78 140 

Da* 5220 4-122 5300 S120 52903 

Jan 531.2 4122 5120 5120 3 53 

■far 5328 4-120 5320 515.0 401 10jB4S 

My 535J) 4-11.8 85 1,705 

Jd 5372 *11JB 5325 3325 6 2833 

TUB) 17238 74JH5 


ENERGY 

■ BtureotiMEtti.QOOMnifa. Stand) 


Dec 275.75 +0.50 Z782S 27250 14548 83.780 

Hw 291.75 +4L50 793.00 28200 4*92 28548 

May 30000 -050 30200 299JD 8GB 5.463 

M 310.00 -250 312U) 30250 1,360 12053 

Sap aiaoo -050 - - 10 MB 

Dae 32X50 -1.00 329.25 3Z7JXJ 37 445 

Total 0,148130*8 

■ MAIZE CBT RflOOtai min; caftafiBi beta! 

OK Z12-75 +225 213J50 20275 42,7991M5*B 
Mar 22&50 +250 228.00 221.00 BJB3 66.318 

May 233m +230 23X50 22860 2539 25,065 

Jd 23200 +200 299m 235.00 3.815 34.612 

Sap 24X90 +1J5 2440)0 241 JO 150 W68 

DW 291.75 +1.30 232X0 24825 901 18512 

Tom 57JJ723B6» 

■ BAMET IVK (100 tamac 2 par MW 


Nav 

72.75 -025 

7330 

7330 

35 

757 

Jan 

7565 

7560 

TC60 

18 

671 

Mb- 

78-75 

- 

_ 

a- 

GO 

May 

77.75 

- 

- 

- 

23 

Sap 

Tom 

7730 



81 

1,811 


Qoaa 5395405 5380-65 

RrakMS 5*25-35 5375-80 

HtaMow samrann 

AM Omett 5410-20 5370-75 

tab don 5380-55 

Opra U. rva 

Tow My UBW* nta 

■ UK. pH Htfi *Me 8 par MW 


Loknt pay 1 * 
prtn ctava Hgb 

MM 1554 -021 18.10 

Dae 1549 -020 16.17 

JM 1553 -0.18 10.05 

M 1593 -0.10 16.11 

Mar 1506 -0.15 1525 

Apr 1515 -0.18 1534 

ToM 

■ enure 05. rEIStanaO 


Op* 

Low Vd tot 

1522 SUES 1227k 
1565 22000 77.3<2 
15.80 8JS8 45557 
1553 3,487 19,445 
1502 1.172 15955 
1515 958 11396 

97393474340 


am 

967-8 

992-3 

Prato* 

9756-86 

999-1000 

MgMM 


10011993 

am aacw 

9716-23 

99656 

KaO dm 


994-5 

Open InL 

nta 


Total dMytonmr 

nta 


M COPPED, grata A (S per tone) 


Clm 

16426436 

1662-63 

Amtoui 

164T4 

1685-55 

MglAu 


108871657 

AM OMdal 

1639-40 

1658-9 

Kab dm 


1682-63 

Op* H. 

nta 


Mft talf tunanr 

wa 



Bpm PaVa Ogre 

price duqp H* law W M 

1422 -521 14.55 14£1 12947 73,580 

1443 -023 14.71 1440 3,706 51310 

1458 -018 1440 1454 2380 41364 

14J68 -019 1491 1488 104 17.380 

14.78 -019 1592 14.76 163 12964 


■ UE AM Offldd Vf rate 1JW6 

UK OwfaB PS Me 1J83B 

Spit 1 JB43 3 ads 15980 8 sriK 1.6837 9 oRs 1 6827 


■ WttEHADE coma COMBO 

aa Day* om 

prior dongs Ugb WWW 
Sap 7495 -005 7590 7490 868 889 

Oct 75.05 -035 7525 7500 870 3450 

Mm 7525 -030 7545 75.10 12 1973 

Dae 7535 -525 7010 7490 7912 20800 

JM TEAS -OS - 14 2JB? 

Feb 7550 -025 - - Z 1^7 

ftt d 10212 50*71 

PRECIOUS METALS 

■ L9D0N BBLU0M MABKET 

(Ptlaa Wed by M I* BmhacbW 

BoUfTioy or) Sprtn EM* Sftafb 

Q0B mW-ZBMQ 

Openbn W.KKH30 

Momtag * 29080 17025 40791 

Ataman to 29225 171.63 407.19 

Day'S HQb 294.lMM.40 

Deaf’S LOV B1.BWB215 

PieAudsn 2R1MUB 

Lea LM Mmb 8bM LtaSag Rain USS 

1 DQH01 — J-® 6 anaOW — — —.9.48 

2 [«KiM - -16 B 12ITOW 324 

3noata HO 

staaf Fbr pflnj ae. USctaeqda. 

Spo) 30194 51490 

8lnrl*B*RgMw _ 

1 month —3.45 6 nod* 29Q 

2 moaOB -2.W >2 isadB 1JS 

3 anna . . — tJ6 

MdCdn Spfto £ Mac. 

«»**** =2:^ 'SI? 

maw awecdpi 89-72 40-42 


LMaat Ban Op* m 

Oka donga Hgb lew VW M Total 

Oct 4195 -057 42S5 4195 9982 19,792 ■ nr 

Pm 4250 -053 4495 4250 9.441 45.123 

DM 43.70 -048 44.70 43.70 2988 20452 

Jan 44.70 -048 4590 4495 2.722 24,794 

M 4595 -058 4010 4025 1,408 18909 

Mar 4555 -043 4695 4555 277 10740 "*f 

TaM 2S.1251S2.139 

Total 

■ SASOOPE (Sflawd * m 

sm Pm 0 M*n ®*U 

price change H)gb lew W M ™ 

Oct 12000 -125 13095 125.75 7.181 38933 

H0V 12000 -395 13395 12000 4^86 24,562 77 

Dae 13195 -390 13550 13150 IjBiO 37,288 TflW 

Jan 13495 -3.00 13750 13450 1S6 16395 

ft* 13695 -395 13850 13695 341 13534 n 

Mar 13795 -395 14050 13850 632 0688 

Total 10688180804 

pin 

H IWWAl BAS KniMIro. P«a IP tool mn 

Oct 12590 +0140 12.710 10500 915 3900 

HO* 14900 +0160 14910 14.100 385 3,185 

TeH d* 25*16 ^ 

■ IUTWAL GAS 8TNEX (10JW rwi8»t Starttuo Mr 


■ S0TABEAH5 CHT ftOWa Bta; aMalBOb badi^ 

tar 53295 +495 532.75 52550 31,472 02,682 

Jan 54250 +3.75 54350 538.75 0422 27,128 

Hw 95295 +395 5535Q 54650 2948 21,141 

May 561.75 +350 50250 55550 740 7586 

M 57095 +350 57095 56350 1572 11^7 

Aeg 57150 +350 57150 50950 30 650 

Total 40571 1*538 

M SOYABBH 06. CST (BOJOOlMt ca8«M8 

Oct 2458 - 2498 24A4 7503 18.500 

Dm 2*90 +051 2455 24 80 13981 48581 

Jan 2493 -054 2455 2495 2530 12588 

Mar 2491 -007 2455 24.72 2921 17932 

May 24.72 -0.15 2495 2470 884 85*6 

Jd 24.70 -0,17 ' 2495 2495 1.129 9590 
TaM 28934 1U9B4 

M,3aYMaWMEAL(»Cff0a tan* tftad 

Oct 1289 +1.1 1239 1269 11,157 20068 

Dae 1339 +1.1 1345 1315 11537 70.177 

Jaa 1305 +19 1305 1339 3973 15932 

Mar 1405 +19 1419 1389 1.438 155*9 

May 1449 +05 1445 1425 753 8.492 

Jd 1495 +14 1488 147.7 385 8519 

TaM 28481 144JB7 

M POTATOES LFH (20 tones; £ par twwB) 

tar 8D9 - - - - 3 

Mar 1309 - 

Apr 1610 -19 1639 1620 33 1996 

May 1739 -19 - - - 29 

Jv> 1639 -19 

TaM S3 1599 

M raBCHT IBFFB) LFf6 ffia/tata port) 

Sap 920 -11 - - - M 

Oct 1005 -1 1016 1005 39 475 

Jan 1025 +5 102S 1025 1 428 

Apr 1040 +5 - - - 311 

Jd 920 -10 - - - 20* 

TOM II 25W 


S tataa 

e aqw 

Sftaqrir 


lataat Day's 



Opm 

mi«»M 




pries cnaaga H 91 

law 

tad tat 

794.00x9430 



0 d 

2365 -0.118 

2195 

2351 6*719 24,772 

29350 

1712S 

40751 

Hoi 

2600 -41392 

2410 

2290 19634 41391 

29255 

17153 

407.19 

Dec 

2520-0375 

261Q 

2615 

5773 33563 

29110294.40 



Jm 

2685-0055 

!»«K 

2680 

1083 30,825 

29165-29215 



U 

2475-0045 

2520 

2475 

2114 20,795 

29S.10-2BE8B 



Mw 

26*0 -0020 

2670 

2630 

851 19.093 

BBM Utatag Ratoa (Is US39 

Total 
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CWe Praa 
M 024 917 

PULP AND PAPER 

■ HflJtX OMLX BJSt 24 Mr dy tawl 

Satt Day"! Open 

pin cbeaga Httfa Law W krf 

Dae 42850 +150 - - - 357 
9br 446.75 -195 12Z 

TStd O 497 


■ puna ) GASOLINE 

MVMEX|4aj|XM)S gta; CATS gatej 


Lataat Day 1 * 
pk» donga Ugh 

4540 -U1S 4655 
4550 -024 4690 
4590 -040 4580 
48.70 -098 4740 
4750 -0.11 4790 
4515 -941 4580 


OPK 

Lew Vd tat 
4695 11458 15,359 
4540 105S2 33,126 
4590 2468 10,001 
4570 425 SJMG 

*760 229 3534 

4515 296 2933 

24178 88483 


BinnES DWA 

AS Mams ttot anted D? CUS 


Mfoior Rtetals tram Mpid BuMfci 
Bucppaon free market. S per pound b» 
warafteuw <tat week’s pricaa ki brackots. 
uArere chonqwft. Antimony: BB. 66 K. S per 
tome, 1 , 330 - 1.400 p 500-1,4005. Bbmuth: 
mtn, 99.99%, tome lets, 505-525 (3.10- 
39Q). Cadmkan: rolrv. 9935%, cents a 
pound, 17.DO-20.OOu Cobait; MB Irw ma* 
ktft.rrin.SB9W. lftiO-ao .00 (Z040-21 m 
ndn. S99*. 1 7.00-1 7.70 n7.7lMX2tfl. 
Mercuy: min. 9999%, S per 76 pound 
flask. 137-145. Molybdenum: (bummed 
(TKHytxflc oxide. 2-85-2.85 (2.8S-3.Q0t 
SetonknR nHn. 885%. 140-230. Tung- 
eten one 38-45. Vkrwa um ! Mai, 96%, 


■ COCOA CSCE (10 swiaa; tflpnned 

Dae 1530 +17 1539 1525 2JB6 32312 

tar 1573 +14 1576 1685 748 2141B 

May 1908 +14 1801 1G95 78 6463 

Jd 1625 +14 . - - 45 2JB9 

Sep 1881 +14 - - 47 1,721 

Dee 1677 +14 - - 149 4544 

IBM 3463 74J011 

a taow peep) 

Sep 25 Pita Pm mqr 

IMy 1192.82 12154B 

■ COffg UFFE (5 anonj Stage) ' 

Sep 1770 +46 1764 1735 Z13 962 

He* 1683 +46 1089 1637 4J47 18428 

Jm 1621 +40" 1628 1590 1426 7,788 

Mw 1894 +47 1998 1553 352 2J02 

May 1577 +47 1580 1548 B8 1^32 

Jd 1567 +47 1566 15*7 32 473 

ToM OJH 31 JW 

■ COffg *C* CSCE PWWbg cantaflbi) 

Dee 10135 +3.70 10950 197.00 4J14 11187 

MBr 10140 +100 10750 105JS 549 7.787 

May 107.05 +2.75 10750 10150 72 3459 

Jd 107.30 +240 10100 10750 130 1587 

Sap 10175 +225 108.75 KH8D 35 1438 

OK 11050 +2.30 11050 11100 63 472 

ToM 5,108 325*0 

M COHgflCO) USnctaftwad) 

Sap 2S Prat day 

Gcmp-lMy 9457 «S1 

15 fey mage 95.17 0547 

M IMTE 8U6AB LITE BO taenea; StaBM) 

Dec 2112 +1.1 2172 2152 673 14,174 

Nta 2215 +4L9 2225 2215 575 14505 

Hay 22S5 +4)5 2262 2205 3 2475 

Aw 229.1 +4L1 2310 2215 18 1.771 

Oct 2292 +09 1,140 

Dae 2322 +09 Z31J 2313 20 13B 

Total 1287 33291 

■ SUfiAH 11’ CSCE (112,0000*; catata) 

Oct 193 -111 7.10 191 1972 20282 

Hit 741 -0J05 758 758 7206 09229 

May 7J55 - 754 750 946 14,373 

Jd 758 - 7.77 758 508 9.75D 

Oct 757 - 108 950 455 9369 

Total 18290152335 

■ canon wros gmcona*; cwmitd 

Oct 7345 +955 7350 7150 26 90 

DK 7437 +058 7455 7330 5470 39257 

Mar 7324 +934 7455 7350 1,773 21.798 

tay 7360 +020 7450 7320 48010319 
M 7451 +021 7420 7355 389 1731 

Tot* 1317 H7J81 

■ 0BAWE JUICE KfCEp550Hfficaw>aB) 

Nm 98.75 +035 10060 9750 5523 18485 

Jae 10255 +050 1(090 10050 1,118 7596 

MU 105J3D +055 10750 10190 712 1507 

May 107.75 +13D - - 177 944 

Jd 11050 +1.75 11235 108X10 51 299 

Sw 11250 +1.75 - - 3E 

Tom ' 7301 21681 


VOLUME DMA 

Open hard ad Vakm axa dnan for cowacta 
tadad on CtWEX, HYUEX, 0S(, WOE, CMC, CSCE 
ad K dude a an ona day In mm. VUtalta A 
Open Mam tade w* tor al traded merit*. 


INDICES 


M LEAH HD 6 S CHE (405QCtacantaflW 

Oct 43.100+1300 43200 42550 1351 1804 

Dec *0.700+1525 40300 31550 2251 11409 

Feb 43525-0575 43300 42500 738 1847 

Apr 44.150-1325 45275 44350 198 1339. 

Jaa 52625-1575 53300 52200 330 15 O 8 

Jd 32375-1250 53.700 92600 174 779 

IMri 1784 34409 

■ pgKBBl»GME(4flJ0abe:cBtata) 

ft* 41900+0375 49350 47575 80S 2590 

MW 48525-0400 48.100 47300 08 Z90 

Nay 49500+0500 49500 48400 37 41 

TWal 814 8400 


LONDON TRADED OPTIONS 

Sbta price > tat -Cade- — P 


Nm . Mi Nov Feb 


Nat 

Fefr 

Nor 

ft* 

HH 

J*i 

Nw 

Jm 

92 

76 

9 

66 

56 

54 

23 

83 

31 

38 

46 

117 

DW 

Uw 

Dec 

MW 

49 

79 

15 

17 

33 

.■00 

24 

23 

22 

47 

38 

35 

Oct 

Not 

Oct 

Hot 

- 

- 

- 

52 

97 

77 

- 

76 


68 


- 


(99.7%) UC 

nta 

rva 

nta — 

M C0PPHI 
l&ade A) U4E 

nta 

nta 

nta , 

■ COFFEE IBTE 

1000 

1850 

1700 — 

■ COCOA UFFE 

075 

1000 

1025 

■ BKMTCHJDE K 

1400 

1450 

1500 ________ 


LONDON SPOT MARKETS 

■ CMPE. 0B. FOB |*f land) +er- 

Oria) S11«OM* 435 

Brent Bland (ddad) S1437-441 0.18 

Brent Stand (NM) 81427-432 -1195 

W.TJL 81155-557* 421 

M VL PBQPUC1S WBEpnWri Bdtary OF (hnid 

nanwan Grataa 8158-157 

Baa CB . SI 27-1 28 -1 

K«»T Fiafi 01 *71-73 

Darina $139-142 - +3 

JM fuel ■ ■ — $144-146 -• -3 

Otoed SI 39-148 -3 

■ BATU9AL 9A5 (Bencetana) 

Bwte (OcQ 1258-1273 +4L1B 

MnknAgK M MM" (W7JJ 3S1 STtB 
M0TICH ' 

ft« toe any «)# S23335 -330 

"Shertav BWinjf ■ 31459c •• ■450 

ftadnun (par key czj $35260 -750 

FMadhfli Jar any hj - - S28150 +OS) 

Oeppw 795c 

Lead (US pradj 4530c 

Tin (Ktob Linpu) 2023; 

m (HM YM4 2BQJ 

Cede tan mW 7757p -151' 


M Raatan (L&w 1BW31 = 10O 

S«gj» 

Em 25 awtfis ago 

ynrige 

14805 

14756 1509.7 

19920 

M css ftftwwr {Baa* 1967 a lOQ 


sepaa . 

9m 3* mo* ago 

pemem 

mre 

20330 


■ esaspu 

Sow 1870-109 


Sep 25 

Sm 24 n*A age 

am ago 

IV* 

15336 14144 

19858 

UEVMBUUKSnaaODHad 


psadom 

+2199 to 

6KUS0 

*aws utaj 

+20 to 

nm 

OWW 

+2725 to 

401500 

Lsai 

-225 to’ 

114423 

MM 

-96 to 

95,788 

ate 

-2790 to 

. 885425 

Tin 

-50 « 

8j4B0 


SbjbJW 

Md» (US No3 Td 


fUbertaLRSSIbl) 26350m 

Coconet 01 0FWQS B465y 

Pdn Oi (MdayJS 7005 

Copra (PM)§ .. S4105y 

SwPeam (Ufl is*5y - 

CdM (MM W Mac 5450 

wadtapa fG4a aupwi . ' ,Z79p . 

* pa an wm rianrir mat p peaelg. t a* 
n«wer— rinm lawoaiSwVrinDH 
IWDiWil. A Brim —t Hat. • (Wage « m* 

zgnkwdHripn* 



CROSSWORD 

“No.9,799" ’Serhy” HIGHLANDER 



ACROSS 

I Small earthquake starts to 
rock backward Italian city 

4 75% support weight classifi- 
cation. for stones - but it’s 
a gamble (S) 

10 literature: try right away 
something hew (7) 

II The most closely related 
are in a cosy situation (7) 

12 New, big, hard grub (4) 

18 Intruder is very French, a 
footballer possibly (10) 

15 Stop: don’t start fighting, 
take a holiday (6) 

16 is unable to add a word. of 
thanks for musical version 
(7) 

SO So-called drug increase? 
Pot one’s foot down <R2) 

£1 Look- -through highbrow 
selection made by librarian. 
- it’s In there (6) 

24 Not' performing well 
playing the green, which is 
disconcerting (3-7) 

2$ Oral link, with Asian lan- 
guage (4) ■" ' 

28 About to wake up from 
drinking bout (7) 

28 Write about the air and sea 
god (7) 

30 Naomi’s daughter-in-law 
not so cruel? (8) 

31- At this point heartlessly 
state an unorthodox view 
(6) . 


DOWN 

1 Carpenter’s tool - wasn’t 
without one on the way urn 
(5,3) 

2 Listen in on conversation 
and hear first lady's on a 
drip O) 

3 So raised a third of Lon- 
don's capita] (4) 

5 Main case Involved one suf- 
fering from memory loss 
(8) 

6 Cleaner reacts badly to 
symbols [io> 

7 Dances in some sections of 
film (5) 

8 Misplaced trust takes hold 
of old teachers (6) 

9 Dry out in small house or 
hotel offering special treat- 
ment (5) 

14 Normally while reading 
about upper class UL 35 ) 

17 Drag head of Norwegian 
royal family to a place in 
London (4*5) 

18 Starts to build up try, com- 
bining with lock and prop 
la) 

19 Oval ball in a manner of 
speaking (8) 

22 Agree musically with Cow- 
ard (6) 

B Article about a girl ( 5 ) 

S » ^ Street Primary (5) 

27 l* 501111 for fencers 
and three points about 

. periling sign (4> 


Solution to Saturday’s prize puzzle on Saturday October in 
Solution to yesterday's prize -puzzle' on Monday October 
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LONDON STOCK EXCHANGE 


US rate cut hopes counter hedge fund concerns 
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MARKET RgQR T 

By Steve Thompson, 

UK Stock Market Editor 


Concerns that the near- 
failure last week of Long 
Term Capital Management, 
the US hedge fund, might be 
only the first of a series of 
disasters, had a restraining 
effect on London's stock 
market yesterday. 

Such fears countered the 
widespread optimism in 
global markets that the US 
Federal Reserve's open mar- 
ket committee will opt for a 
reduction in interest rates 
after today's meeting in 


Washington. An announce- 
ment from the Fed is expec- 
ted shortly after 7pm London 
time tonight 

Dealers were insistent that 
a cut of at least 25 basis 
points had already been fac- 
tored into the market, while 
some said they were hoping 
for 50 basis points. 

But a firm opening by 
Wail Street, which followed 
up last Friday's 26-point gain 
on the Dow Jones Industrial 
Average with a good initial 
showing, rescued London 
and other European mar- 
kets. 

The Dow shot up more 
than 125 points shortly after 


the US opening, driven by a 
big rally in shares in the 
banking sector, which 
responded to the prospect of 
a US rate cut. 

The PTSE 100 index ended 
an erratic session 32.5 higher 
at 5,093.5. Blue chips had 
kicked off the day in good 
heart with some keen buy- 
ing stimulated by good gains 
in the two main Asian mar- 
kets. Tokyo and Hong Kong, 
which closed 1 and 3 per 
cent higher respectively, 
despite news of the failure of 
Japan Leasing Corporation, 
Japan's biggest-ever bank- 
ruptcy. 

The initial optimism 


proved short-lived, with ner- 
vousness about hedge funds' 
vulnerability driving inves- 
tors away from the market 
and prompting a general 
slide in share prices until 
Wall Street's big gains saw 
the buyers return. 

Marketmakers. caught out 
many times in the recent 
past by “false dawns", 

remained highly sceptical of 
the market's ability to main- 
tain a positive stance for any 
length of time. 

“We've finished steadier 
today but underneath the 
market really doesn't feel 
that good." said one market- 
maker. 


“You always fed that well 
run into another wobble 
sooner rather than later 
because the fundamental 
problems, plus the hedge 
fund trouble and bank expo- 
sure to that, haven't gone 
away." he said. 

The market's second liners 
matched the performance of 
the leaders. The FTSE 250 
index finished the session 
24.1 ahead at 4.553.0. helped 
along by a mostly positive 
batch of corporate hews, 
although the midcap arena 
was not without its casual- 
ties. 

The smallcap stocks 
proved the market's most 


vulnerable area, with the 
stock prices of two minnows. 
Car Group and Stentor. los- 
ing more than half of their 
respective values - the latter 

was eventually suspended. 

The FTSE SmaliCap index 
settled 8.9 points lower at 
2.002.6. 

Turnover in the equity 
market topped the fbn mark. 

eventually reaching l.OSbn 

shares, beefed up by a num- 
ber of share buy-back 
operations, notably in 
Anglian Water. 

Activity in Anglian alone 
accounted for 285m shares, 
or about a quarter of total 
turnover in the market. 




Indices and ratios 

FTSE 100 
PTSE 2# 

FTSE 3W 
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BT slips 
in heavy 
turnover 

COMPANIES REPORT 


By Peter John, Martin Brice 
and Paul Clark 

British Telecom, one of 
London's most liquid stocks, 
came under pressure 
because of regulatory con- 
cerns. 

An article in a Sunday 
newspaper said David 
Edmonds, the new industry 
watchdog, was looking at 
ways of further diluting BTs 

mar ket HnmiTi5inr»» 

There was also speculation 
that European investors may 
be tempted to pocket some 
BT gains in readiness for the 
next tranche of the France 
Telecom privatisation. 

Fund managers said pre- 
placement of France Tele- 
com started yesterday and 
the details would be 
announced by the end of the 
week. The placing is expec- 
ted to come in the form of a 
convertible bond issue. 

UK fund managers may 
have less leeway than their 
continental peers to shift 
funds from the UK. But one 
analyst said there might be 
some temptation to lighten 
holdings anyway because of 
the stock’s comparatively 
high rating. 

The shares ended 9 lower 
at 787p with turnover of 15m 
heavier than normal, mak- 
ing it one of the busiest 


stocks in the market in 
value terms. 

Comments by the new reg- 
ulator suggesting the mobile 
phone industry could also 
come under pressure, saw 
Vodafone fall 27 to 6S8p and 
Orange 14 to 567p. Securicor. 
which has a big stake in 
Cellnet, fell 13 to 367p. 

There was some much- 
needed good news for 
Booker shareholders as the 
stock responded positively to 
the news that the company 
had recruited Stuart Rose, 
former chief executive of 
retailing group Argos, as 
chief executive. 

There was more good news 


John Napier, formerly man- 
aging director of Hays, as 
non-executive chairman. 

The shares, which have 
retreated sharply this year, 
rallied strongly to close 15 
higher at lOSftp. 

One of the attractions for 
Booker may have been the 
experience Mr Rose gained 
during tbe fight for survival 
that Argos put up during tbe 
takeover by GUS. 

A spurt of share buying by 
directors helped sentiment 
in Business Post. The stock 
bad fallen from 958p earlier 
this year to a 52-week low of 
175p. Yesterday it was the 
best performing share in the 
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than 23 per cent or 52ft to 
277ftp. 

The directors' share buy- 
ing was led by founder and 
chief executive Peter Kane, 
who spent about £500.000 
buying 225.000 shares at 225p 
each. Four other directors 
bought an additional 20,000 
shares at the same price. 

Close Bros were sold down 
55 to 466p after a cautious 
statement! Full-year results 
from the specialist merchant 
banking group were accom- 
panied by a warning that 
trading in the current year 
could be challenging. 

Close warned that while it 
had achieved strong growth 
in 1993, the current year 
would be more challenging 
because of tbe downturn in 
global financial markets. 

Hyder firmed 2 to 915p 
helped by Warburg Dillon 
Read whicb increased its 
recommendation on the 
stock to “buy” from "add". 
The upgrade follows a period 
of underperformance. 

RJB Mining, the coal pro- 
ducer, added 7ft at I08ftp 
with help from press reports 
that the company is close to 
signing long-term contracts 
with PowerGen. 

Leading media stocks put 
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FT Moroccan Telecommunications Conference 

The Market Opening Up 

23 & 24 November 1998 , Marrakesh 

Thli major FT conference will provide a unique forum 10 review the liberalisation of the telecommunications 
sector In Morocco and assess the new opportunities for foreign business and Investment as die market 
opens up. The Government has recently announced proposals for a second GSM licence and debate is 
now focusing on the possible privatisation of Itissalat AJ Maghrib, the state controlled PTT. 
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on a strong performance as 
selected investors appreci- 
ated the sector's lowly rat- 
ing. Media stocks are tradi- 
tionally tbe first to fall foul 
of an economic downturn 
but they are strong cash gen- 
erators and expected to trade 
at a premium to the market. 

However, Panmure Gor- 
don has the sector trading 
on only 16.2 times current 
year earnings compared with 
the market (excluding oils 
and financials) trading on 
17.6 times. 

EMI gained 22 to 375p and 
Pearson, which owns the 
Financial Times, added 27 at 
£11.05. United News & Media 
improved 25 to 563p. 

Sedgwick slid lift to 
198'/>p after the US trade 
commission threw a spanner 
into the insurance broker's 
proposed takeover by Marsh 
& McLennan of the US. In 
August, Marsh offered 225p a 
share for Sedgwick but the 
trade commission has asked 
for additional information 
about tbe proposed deaL 

Takeover target 

Fairey Group was up 12ft 
at 292ftp after weekend press 
reports that it was set to be 
a target for takeover in the 
long-awaited consolidation 
of the European defence 
industry. 

Cobham was up 6 per cent 
or 33ft to 598 ftp ahead of 
interim figures due out 
today. There has been some 
concern over the impact on 
the company of a decline in 
demand from printed circuit 


board makers. Nevertheless, 
an advance of 13 per cent is 
expected. 

Speculation sparked by 
press reports that Aston 
Villa would be at the receiv- 
ing end of a bid from Carlton 
powered tbe shares 47ft to 
707 ftp- Carlton, which yes- 
terday announced the 
launch of a new TV service 
called ONdigital in Novem- 
ber. was up 12 at 400p. 

Hopes that the bid for TLG 
would end with a higher 
offer from Cooper of the US 
evaporated as it walked 
away, leaving Wassail victo- 
rious. 

The stock had stood at a 
premium to the I75p bid 
from Wassail in tbe hope 
that Coopers would increase 
its l6Qp bid. 

Tbe cash and paper offer 
by Henlys for chassis maker 
Dennis was last night worth 
46 lp a share. Dennis was 
static at 460p while Henlys 
was unchanged at 444p- May- 
flower has offered 450p in 
cash for each Dennis share - 
the screens showed that the 
bid price from brokers was 
455p for Dennis shares. 

Chirosdence firmed 1ft to 
247ft p ahead of a research 
and development presenta- 
tion to analysts today. 

Shire Pharmaceuticals 
recovered 55 to 402 ftp in 
response to positive com- 
ments by the chief executive 
at a healthcare conference 
hosted by Bear Stearns, the 
US broker, on Friday. 

The company was reassur- 
ing about production of 
Adderrall, its hyperactivity 
treatment for children- Pro- 
duction was affected in 
August by an explosion at 
Shire’s sole supplier. 

Oasis Stores, the women's 
fashion retailer, unveiled 
results significantly better 
than the same period in 1997. 

The figures also slightly 
exceeded brokers’ expecta- 
tions in spite of being 
released against a back- 
ground of increasing gloom 
in the retail sector. The 
shares closed up 8ft at J60p. 
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Highs & Lows shown on a 52 week basis WORLD STOCK MARKETS 
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US rate cut hopes calm investors’ nerves 


MARKET FOCUS 


WOBU) wmyjEw 

Hopes of a US rate cut 
Provided respite for other- 
wise jittery markets as 
Investors tried to weigh the 
implications of the new Ger- 
man government, news of 
another US hedge fund fac- 
ing losses and a Y2,l80bn 
bankruptcy in Japan, writes 
Ertdko Tercaono. 

Asian markets rallied on 
heightened expectations that 
the US Federal Reserve 
Board's policy -making open 


market committee, which 
meets today, will cut the 
Federal Fond rata. 

Hong Kong gained more 
than a per cent white Bang- 
kok rose 2.7 per cent, shrug- 
ging off the the collapse of 
Japan Leasing, the largest 
bankruptcy yet in Japan. 
Tokyo gained ground thanfcs 

to buying "by state-run postal 

funds. 

Leading European 
bourses, which lost earlier 
gains on profit-taking, closed 
Higher on late support hum 


the strength in Wall Street 
France shrugged off a 7 per 
cant fall in Castorama 
Dubois, due to disappoint- 
ment over its merger with 
Kingfisher of the UK, to rise 
1 per cent along with Spain, 
while Italy gained 4 per cent 
Germany, which was ini- 
tially Iowa* on unc ertain t y 
over Chancellor-elect Ger- 
hard Schroder and his plans 
to form a coalition with the 
Green Party, dosed up 2 per 
cent. International factors 
were having a greater effect 


on German share prices, said 
David Marsh, European 
strategist at Flemings 
Research. 

But uncertainties over the 
policies of Mr Shrfider’s 
coalition did affect overall 
sentiment and some individ- 
ual stocks. Mr Schroder’s 
election victory marked the 
“return of political risk", 
said Holger Schmiedlng, of 
Merrill Lynch, although it 
also presented some opportu- 
nities. 

Utilities were the biggest 


losers of the day, hit by war- 
nee over possible pressure 
from the Green Party to 
abandon nuclear ‘power. Mr 
Marsh said some retail 
shares, especially DIY 
chains, could benefit from 
likely tag reform by tire new 
gov e rnment. . . . 

The markets yesterday 
were rooting tor a 25-baas- 
point cut in the US. John 
Llewellyn, global chief econ- 
omist at Lehman Brothers, 
said the chance of a rate cut 
was “better than evens”. 


the Fed's tocos seemed to 
have. shifted from US infla- 
tion to. US growth, as indi- 
cated by comments from 
Alan. Greenspan, Fed chair- 
man, that greater uncer- 
tainty and risk aversion may 
also lead to more cautious 
spending, behaviour. 

Risk v aversion among 
investors las. increased. Leh- 
man’s 95day risk averseness 
index shows that Investors’ 
willingness to tnkp risks is 
at the lowest level since the 
Mexican crisis in. early 1995. 


Swisscom sale 
key to recovery 


Dow surges Dax unfazed by Kohl defeat 


ahead of Fed 
rate decision 


EUROPE 


AMERICAS 

US equities surged across 
the board In early trading 
amid rising expectations 
that today’s meeting of the 
Federal open market com- 
mittee would result In a cut 
in interest rates, writes 
Richard Tomkins in New 
York. 

In early afternoon trading, 
the Dow Jones Industrial 
Average was up 106.84 at 
8,135.61 after being ahead 
more than 130 points during 
the morning. The Standard 
& Poor’s 500 index was up 
LL69 at 1,058.44 and the Nas- 
daq composite Index was 
17.35 ahead at 1,760.94. 

Analysts are expecting 
tomorrow’s FOMC meeting 
to result in a cut of at least 
25 basis points in the Fed 
funds target rate, especially 
after last week's bail-out .of 
the Long-Term Capital Man- 
agement hedge fund, which 
shook financial markets 
world-wide. 

Investors also took com- 
fort from calm in interna- 
tional markets and news 
that Japan’s ruling and 
opposition parties had 
resolved their main differ- 
ences over key banking 
reforms. 

Among blue chips, the big- 
gest gainer was McDonald's, 
which shot ahead S3 or 5 per 
cent to 660ft after the com- 
pany announced a $3.5bn 
stock buy-back and said it 
expected to meet analysts’ 
third-quarter earnings esti- 
mates of 69 cents a share. 
Procter & Gamble was also a 
strong gainer, adding 62% to 
$73%. 

Financials were aiwmd on 
hopes of an interest cut. 
JP Morgan was up 6ft at 
689%, BankAmerica 61% at 
664ft. and Bank One 61% at 
646%. 


DuPont was up $1# at 
560ft after confirming plans 
to spin off Conoco, its oil 
subsidiary. Among technol- 
ogy stocks, America Online 
was up $4 at 6118ft after 
reporting on-target net prof- 
its for its fiscal fourth quar- 
ter to June. 

In toyland, Galoob Toys 
shot up $3% or 42 per cent to 
$11% after announcing it had 
agreed to be taken ova: by 
Hasbro for 612 a share in 
cash. But Hasbro lost 6% to 
630% after warning that 
third-quarter profits would 
be hit by a downturn in 
orders from Toys R Us. 

Reynolds & Reynolds 
gained $ft to $l6ft after the 
Dayton, Ohio, company said 
that it had agreed to sell its 
healthcare systems unit to 
InfoCure for 650m. compris- 
ing 640m in cash and SiOm 
in convertible loan notes. 

TORONTO tracked Wall 
Street higher in early trad- 
ing. Telecoms improved but 
banks and g ol ds were mixpd 
The 300 composite index was 
up 3698 at 598290 at noon. 

The telecoms sector 
achieved some of the morn- 
ing's better gains. BCE put 
on 70 cents at C647.90 in 
good two-way volumes while 
equipment suppliers North- 
ern Telecom added C$L50 at 
C662.70. 

Banks remained unsettled 
by global hedge fund con- 
cerns. Royal 'Runic of Canada 
shed 55 cents to C$62.70 but 
Bank of Nova Scotia added 
65 cents at C$25.70. 

Golds too were choppy. 
Barrick hardened 20 cents to 
C$31.20 bat Placer Dome 
shed 35 cents to C$21.30. 

Alcan Aluminium 
improved 60 cents to CS38.10. 
helped by positive broker 
comment Leading conglom- 
erate Canadian Pacific rose 
35 cents to C$3420. 


Sao Paulo shoots higher 


Wall Street’s early gains 
plus talk of a cut for US 
interest rates got behind 
Latin American stock mar- 
kets, sending share prices 
higher across the board. 

SAO PAULO, visibly weak 
over the past two sessions, 
shot forward in improving 
volumes with the bench- 
mark Bovespa index gaining 
315 or 4.7 per cent to 754.45 
at midsession. 

Among leading stocks, 
Telebrds receipts gained 5.7 
per cent to R680.40 and Ele- 
trobr&s improved 6.6 per 


cent to R$27.50. Petrobrds 
advanced 4.9 per cent to 
R6129. 

MEXICO CITY pushed 
ahead 11644 or 3.1 per cent 
to 3 ,820.15 on the IPC index 
at midsession. 

“It’s a bet on the Fed. 
Everyone's talking about a 
US rate cut this week.” said 
one broker. 

CARACAS rose 4.2 per 
cent at midsession with the 
IBC index up 144.68 at 
S^2L79 in spite of a slightly 
softer day for international 
oil prices. 


The FRANKFURT bourse 
took the end of the 16-rear 
Kohl era in its stride. 

The Xetra Dax index 
closed 93.15 or 2 per cent 
higher at 4.OT7.S6, largely on 
the bade of Wall Street, as 
local investors awaited 
details of Chancellor-elect 
Gerhard Schroder’s new cen- 
tre-left government 
Utilities, however, had a 
rocky day on concerns that a 
government Including the 
environmentalist Greens 
would push for an end to 
nuclear-generated energy. 

Veba, owner of electric 
utility PreussenElektra, lost 
DM3.74 to DM92.50 while 
Viag, parent of Bayenxwerk, 
fell to a low of DM1,155 
before recovering to close 
DM20.30 higher an the day at 
DM1.248. RWE was DM2.50 
lower at DM87.50. 

Analysts noted that any 
new restrictions could hurt 
profits of power suppliers 
because nuclear plants pro- 
vide a third, of Germany’s 
supplies. 

Motor stocks were awmng 
the day’s winners, helped by 
an improved dollar and 
ahead of the international 
Paris motor show, which 
opens to the press today and 
the public on Thursday. 
BMW rose DM99 to DM1,150 
and VW DM10 at DM125. 
Against the trend, Daimler 
eased 85pfg to DM145. 

The banking sector was 
also in focus as Hypo- 
Vereinsbank dismissed 
rumours that it was plan- 
ning to merge with Dresdner 
Bank and Allianz. HypoVer- 
einsbank rose DM3 to 
DM138, Dresdner put on 
DM2.01 to DM67.70 and Alli- 
anz jumped DM14.40 to 
DM52890. 

SGL Carbon soared 
DM2290 to DM12090 as CS 
First Boston raised its 
recommendation and year 
2000 earnings forecast for 
the carbon and graphite 
group and set a near-term 
price target of DM160. 

CSFB said the upgrade 
was based on the expectedly 
positive news for the sector 
coming from UCAR Interna- 
tional of the US, the largest 
manufacturer of graphite 
electrodes. 

Preference shares in Wella 
lost DM70 to DM1,330 after 



the haircare and cosmetics 
group said it expected 1998 
sales to be 5 pe r cent lower 
than forecast as a result of 
the global ftrwTKi*! crisis. 

PARIS ended a volatile 
session with moderate gains. 
The CAC 40 index, which 
sank to 394694 at one stage, 
finished 27.06 better at 
3,38794 in heavy turnover of 
FFri42bn. 

France Telecom came in 
for an early rush of selling 
as talk of a share sale ran 
round the market. The 
rumours centred on an offer 
of a further tranche of 
government-owned shares in 
the telecoms group. 

rater tn the day, dealers 
were able to confirm that 
leading banks were carrying 
out a pre-placing of shares 
and convertible bonds. Best 
bets in Paris painted to a 
price of FFr350 for the direct 
equity content of the float 

The shares, which touched 
a low of FFr347.4, rallied dur- 
ing the afternoon to dose off 
FFr7 at FFr363 in heavy 
turnover of FFrL2bn. 

Motor stocks gained ahead 
of the Paris motor show. 
Renault added FFr17 at 
FFr250 and Peugeot FFr19 at 
FFr988. Among components 
groups. Valeo gained 
FFr1790 to FFr406. 

Usinor, a notably weak 
market lately, stormed 
higher as brokers turned 
bullish on cyclical shares 
ahead of a possible cot for 
US interest rates. The steel 
leader jumped FFrll.40 or 
199 per cen t to FFr7090. 

AMSTERDAM rose 2197 to 
96999 an the AEX fallowing 
a rally for the heavyweight 
financials and a bounce for 

Philips. 

Financials, hit lately by 


worries about the knock-on 
effects of banking sector 
exposure to global hedge 
funds, climbed strongly. 
Aegon gained FI 890 to 
FI 15990 and ING FI 390 at 
FI 9390. Abn-Amro rose 80 
cents to FI 34.70. 

Philips rose FI4 to FI101 
following an. upgrade by 
Lehman Brothers. The bro- 
ker cut its ftwraitig a forecasts 
for this year by 13 per cent 
but - spurred by the recent 
relative weakness for the 
shares - raised its recom- 
mendation from 3-oeutral to 
2-outperfbrm. 

ELM fell FI 1 to FI 5490 as 
the sellers hit home hard 
after Friday’s stem profits 
warning from the airline. 

MILAN featured a sharp 
rise in BCI as a battle 
between two groups of rival 
shareholders intensified 
ahead of today's board meet- 
ing. 


Analysts said last Week’s 
news, that .two German 
banks, Deutsche Bank and 
Commerzbank, had become 
two of the largest sharehold- 
ers in Italy’s fourth larged 
bank placed a possible 
merger with. Banca di Roma 
in doubt, and’conld pave the. 
way for a BCI -merger with 
DO-San Paolo instead. - 

BCL su s pende d limit-up at 
one stage, resumed trade 
after tire bourse widened the 
stock's trading band to 15 
per cent The shares dosed 
L1.169 higher at L10.453 
while TMI jumped T .2,333 to 
123935 and San Pablo put an 
Lt444 to L23916. " 

Telecom TtaKn ended L578 
higher at L11922 after tire 
telephone- company pres- 
ented its strategic plan to 
investors at the weekend 
and Morgan Stanley con- 
firmed tire share as a strong 
buy. Cellular phone unit Tim 
put on L441 to L9965. 

The real-time Mlbtel index 
put an 742 or 4 per cent to 
close at Its high for tire day 
of 10997. . 

MADRID edged higher 
helped by a further rally for 
leading hanlre BBV 
Pta45 at Ptal.660. The bar- 
gain hunters latched on to 
building stocks. Dragados 
gained PtalflO to Pta3900 
and FCC Pta260 to Pta6970. 
The genera l indmr finished 
822 higher at 71594. 

Written and~«flted liy Wctoei 

Morgan, Jeffrey Brown, Emta 
Terazuno and Peter Hall 


Bonds help Johannesburg 


SOUTH AFRICA 

Shares in Johannesburg 
pushed higher, buoyed by a 
firm bond market and a 
steadier day for the rand. 
The all share index ended up 
3 per cent at 59934. 
Financials gained ground 


but industrials supplied 
most of the drive. Industrials 
gained 49 per cent to 6,048 A 
while financials added 3.4 
per cent at 7908-1 
Golds ran into profit- 
taking after Friday's strong 
run. The sector index came 
off 0.4 per cent to 1,048.9. 


Pension fund buying lifts Tokyo 


ASIA PACIFIC 


Pension fund buying helped 
to lift TOKYO amid a wave 
of mergers and bankruptcies 
in the financial sector, writes 
Alexandra Barney. 

The Nikkei 225 Average 
gained 18593 or 1.4 per cent 
to 13.90997. having moved 
between 13,687.03 and 
14,12147 during the day. Vol- 
ume was moderate at about 
377m shares. 

However, analysts cau- 
tioned that there may have 
been government interven- 
tion. The collapse of Japan 
Leasing Corporation, an 
affiliate of the afling Long 
Term Credit Bank with more 
than Y290Qbn in liabilities, 
pushed bank shares lower. 
Analysts said the govern- 
ment engaged in “price keep- 
ing operations” to bolster 
the market 

Banks fell 09 per cent 
overall, while oil shares 
gained 29 per cent, and rub- 
ber companies posted a 7 per 
cent improvement 

Shares in LTCB sank Y10 
to Y14 while the Bank of 
Tokyo Mitsubishi lost Y19 to 
Y958. Fuji Bank was down 
Yll to Y33Q. 

Mitsubishi Trust plunged 
YT9 to Y577 after foiling to a 


japan 
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low of Y557. Sumitomo 
Trust, which ts in merger 
talks with LTCB, lost Y23 to 
Y280, an all-time low. 

Shares in Tokai Bank, 
which announced a merger 
yesterday with Asahl Bank, 
gained Y5 to Y538. Asahi 
was np Y2 to Y387. 

Bad corporate news 
weighed on blue-chip stocks. 
Nissho Iwai, the trading 
company that last week 
warned of heavy losses, fell 
Y21 to Y99. Toshiba, the elec- 
tronics group, lost Y12 to 
Y471. NEK, the steel group, 
was unchanged at Y72. 

The Topix index of all first 
section stocks was up 19 per 


cent at 1,063.52. In Osaka, 
the OSE was up 218 at 14,761. 

SYDNEY moved higher in 
moderate volumes and with 
most interest centred on the 
golds sector. Brokers said 
activity was likely to stay 
constrained until after Sat- 
urday’s national election. 

Lihir Gold jumped 199 
cents or 9.1 per cent to 
A$297 and Sons of G walla 
gained 36 cents to A$495. 
The All Ordinaries Index 
added 289 at 2991.6. 

HONG SONG was propped 
np by hopes of an imminent 
US interest rate cut and the 
Hang Seng index gained 
244.43 or 39 per cent to 
7946.04 in turnover that 
picked up to HES59bn from 
Friday's HE$44bn. 

Analysts noted, however, 
that window-dressing and 
short-covering ahead of 
today’s index futures expiry 
in jw-ted a d di tion"! optimism. 

Talk of a Chinese interest 
rate cut confirmed to lend 
support. But China plays 
underperformed with some 
investors flashing in profits 
after recent hefty gains. 

Index heavyweight HSBC 
Holdings tugged the market 
higher, rising HK65.50 to 
HK5146 as short-covering 
gave the share price a boost. 


Cheung Kong climbed 
HK61.10 to HK635.50 after 
announcing it had sold 90 
per twit of tha Paramount 
low-density residential devel- 
opment in Tai Po on the first 
day of sales. 

BANGKOK rallied on 
hopes of declines In domestic 
interest rates and the SET 
index rose 6.60 or 2.7 per 
cent to 25593. 

Local investors sought 
shares, dominating activity, 
while selective buying by 
foreign funds also lifted the 
market. 

A rush to buy industrials 
among domestic investors 
lifted stocks regarded as hav- 
ing strong fundamentals. 
National Petrochemical rose 
B 13.75 to BU690, Advanced 
Info Services BUS to Bt2i& 
and Grammy Bt21 to Bti59. \ 

MANILA saw a boost on 
speculation of a takeover bid 
for Philippine Long Distance 
Telephone, and the compos- 
ite index rose 15.04 or 19 per 
cent to 193090. 

PLDT accounted for 
almost half the a c tiv ity , ris- 
ing 30 pesos to 896 pesos. 
Reports naming Hong 
Kong's First Pacific and the 
American International 
Group aa possible bidders 
prompted a rush of buying. 


The success of pan-European investme n t 
strategies requires Eu r ope wid e indexes capable 
of accurately measuring cross-border industry 
trends. Now the Dow Jones STOXX™ indexes 
deBver that accuracy both for ah of Europe and 
for the new Euro-land equity markets. 


T2re Swiss stock market, one’ 
of the world's top performers 
in 1977, is Ticking its waundsi 
When it peaked, in late July, 
the Swiss Market Index of 
blue-chip stocks was up 
more than a' third since tire 
start of the year at over 8,400 
and rapidly narrowing the 
gap with, the Dow Jones 

Trafoigtrial Avnragp lags t hen 
1900 points higher. 

At the end of 1996, the 
Dow had; been, nearly two- 
thirds higher thap rtm smt 
B y the end of 1997, the gap 
had closed to 26 per cent and 
by late July it bad shrank to 
10 per cent. 

- - Since t ben , the smt- has 
fallen more than a quarter, 
fire gap with the Dow lure 
more 'than doubled to over 
1900 points, and talk of the 
SMI overhauling the Dow 'in 
points -terras has again evaj> 


Swftartaod 

SBtafax 


- Bank Julius Baer's Sep- 
tember market view notes 
the correction was not unex- 
pected considering Switzer- 
land had been enjoying its 
second best bull run since 
1925 with a performance, 
including reinvestment of 
dividends, of 213 per cent 
- Nevertheless, the setback 
has been savage. In late July 
all but one of the SMI stocks 
were showing gates, led by 
UBS and Credit Suisse. Swit- 
zerland’s top two bank 
stocks, both up well over 50 
per cent At the end of last 
week Credit Suisse bad more 
than halved in two WMinrtw 
and UBS shares were down 
46 percent 

Mirko Sangiorgio, head Of 
research at Geneva private 
bankers Pictet & Cie, has 
trhmnpd haflk hit six-month 
forecast for the SMI from 
8950 to 7,000, which com- 
pares with its current level 
of dose to 6,000. He believes 
the market is dose to bot- 
toming out after its recent 
seU-aff and is selling on 179 
times next year's aarntng s. 

While attention is focused 
on fire problems of the Swiss 
banks, they are overshad- 
owed by Novartis, Roche and 
Nestlfi which together 



account for 52 per cent of the 
SMT. Nestle is up more than 
a quarter this year - the 
best-performing stock in the 
SMI - and Roche, after years 
of under-performance, has 
-started to shine again. 

.Simon MarshaH-Lockyer, 
of BT Alex Brown Interna- 
tional, is optimistic that the 
worst is over and Switzer- 
land flan again start to out- 
perform its European peers. 

He estimates Swiss earn- 
ings will grow 14 per cent in 
1999, slightly ahead of the 
European average, and the 
market is selling on 16 times 
1999 earnings compared with 
18 times for France and close 
to 19 times for Germany. 

Next weekend should shed 
light on whether Swiss and 
international Investors share 
fids confidence when the 
government prices Swiss- 
com. Switzerland’s biggest 
privatisation and Europe's 
biggest IPO so for this year. 

Hie initial price range of 
SFt 330 to SFr4lO implies an 
estimated 1999 price earn- 
ings multiple of between 13 
and 16 times and a prospec- 
tive dividend yield of 
between 3-3 per cent and 2.7 
per cent, comparable with 
Swiss government bonds. 

- If the -Swisscom issue 
flops, then the problems fac- 
ing Switzerland’s stock mar- 
ket will be more serious 
than the recent setback 
implies. 

Wffliam Hall 
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